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Abstract
The Italian hotel industry is second only to the United States one for the number of hotels
and rooms. In terms of rooms sold, Italy is the uncontested leader in Europe and the
Mediterranean area. A great inefficiency, however, characterizes the sector. In 1995, the
average hotel occupancy rate was just over thirty percent, almost half of the European
average. The main, historical reasons for this poor performance have been the
fragmentation of the industry structure and the lack of a developed managerial culture.
These two factors have strongly conditioned the evolution of the sector in which,
traditionally, corporate chains have had a very marginal role. In 1996, less than two
percent of Italian hotels was constituted by corporate hotels. The European average was
ten times greater. Despite this small numerical incidence, however, corporate hotels have
consistently outperformed the industry, showing much higher occupancy rates. In this
period, in which the sector is undergoing a restructuring process, chains' organization and
capacity to offer a higher quality product are becoming more attractive.
In this paper we have tried to identify the elements that constitute corporate chains'
competitive advantage with respect to independent operators, and the barriers that have
checked their expansion. Then we have put these elements in relation to the factors that
are at the origin of the new, fast growing phenomenon that is changing the organization
of the Italian hotel sector: the success of voluntary chains.
The ability of these two entities to recognize and exploit market demand characteristics,
and to overcome the competition of independent operators, will determine the future
structure of the Italian hotel industry.
Thesis Supervisor: William C. Wheaton
Title: Professor of Economics
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1. ITALIAN TOURISM AND THE INTERNATIONAL
CONTEXT
Trends in international tourism are intrinsically linked to economic and political events.
Even the prospect of war, civil or social unrest is sufficient for tourists to look for alternative
destinations. Slow economic growth and exchange rate fluctuations have the same effect, or may
keep tourists at home. From this point of view, the nineties have been eventful: war in the Gulf
and former Yugoslavia, tensions in Turkey, emerging alternative destinations in Eastern Europe
and Asia-Pacific, the prospect of peace in the Middle East, greater stability in Latin America,
nuclear testing in the Pacific, terrorist bombings in Paris, a strong lira followed by a significantly
weaker one which has now started to strengthen again, a generally weaker US dollar (except
until 1997), the initial cost-competitiveness of new Eastern European destinations which has
since all but disappeared in most cases, and economic recovery in most major origin markets.
This is the context within which Italian tourism has staged a major recovery compared to
the early nineties. The specific factors which appear largely responsible for this resurgence are a
competitive exchange rate compared with a lower rate of inflation, the attractiveness of the new
markets of Eastern and Central Europe, and the troubles in other parts of the Mediterranean.
1.1 Trends in the World Market
According to the World Tourism Organization (OMT), in 1995 the total number of
arrivals (tourist flow) in the world was 567 million, a growth of 3.8% with respect to 1994.
Income from tourism reached $ 372 billion (+ 7.2%) (table 1).
The sector was showing a stabilization trend, due to the general, slower growth in the
historically major geo-economic destinations of the tourist flows (Europe and North America),
partially balanced by the increase registered in emerging areas (South Eastern Asia and Middle
East) (table 2).
Evolution of the world tourism, 1991 - 1995 (OMT)
1991 1992 1993 1994 1995 Change Change
% 95/94 % 95/91
Arrivals 463.1 503.1 512.5 546.3 567.0 3.8 5.2
(millions)
Revenues 267.6 304.6 306.5 346.7 371.7 7.2 8.6
($ billion)
Table 1
Analysing the main destinations of the international tourism, we observe that 54% of the
world tourist flows was concentrated in the top ten destinations.
Within the European Union, the best results were given by the United Kingdom (+7.9%
of arrivals, +15.1% of incomes), Spain (+4.4% and +14.7%) and Italy (+6.2% and +13.1%).
The performance of China is meaningful. It reached the fifth position (from twelfth in
1990) for number of arrivals and the ninth for total amount of revenues (from twenty-fifth in
1990) (table 3).
In this last ranking, the increasing importance of the Asian countries (besides China,
especially Hong Kong and Singapore) is interesting. The strong growth in this region is leading
the main hotel operators to expand their activity to satisfy a demand growing at an elevated rate.
This is the most visible sign of the new challenge that the traditional destinations of
international tourism must face. In the medium run the Pacific South-East area will represent a
strong competitor for those countries who are not ready to face a global competition in terms of
quality/price ratio, marketing policy, differentiation of the offer and communication strategies.
However, some European countries, thanks to their historical characterization and artistic
heritage, appear more sheltered than others in respect to this threat. They may also be
beneficiaries of future tourist flows originated from Asian countries. Italy is definitely among
those beneficiaries: however, a long-lasting lack of a structural policy in the tourist sector could
bring run strong negative consequences in the long.
Market shares of arrivals and revenues, world macroregions
1960 - 1995 (OMT)
1960 1970 1980 1990 1995
ARRIVALS % 100 100 100 100 100
Europe 72.5 70.5 65.6 62.1 59.5
Americas 24.1 23.0 21.5 20.6 19.7
Pacific South East 1.0 3.0 7.4 11.6 14.7
Africa 1.1 1.5 2.6 3.3 3.3
Middle East 1.0 1.4 2.1 1.7 1.9
Southern Asia 0.3 0.6 0.8 0.7 0.8
REVENUES % 100 100 100 100 100
Europe 56.8 62.0 59.5 53.7 51.1
Americas 35.7 26.8 24.6 26.6 25.6
Pacific South East 2.9 6.1 8.4 14.9 18.6
Africa 2.6 2.2 2.6 2.0 1.9
Middle East 1.5 2.3 3.4 2.0 1.8
Southern Asia 0.5 0.6 1.5 0.8 1.0
Table 2
Arrivals, world ranking - 1990/1995 (OMT)
Country 1990
ranking r
France 1
Spain 3
USA 2
Italy 4
China 12
U.K. 7
Hungary 5
Mexico 8
Poland 27
Austria 6
Canada 10
Czech Rep. 16
Germany 9
Switzerland 11
Greece 13
1995
anking
1
2
3
4
5
6
7
8
9
10
11
12
13
14
15
Table 3
1.2 Tourism and the Italian Balance of Payments
The conventional measure for tourism performance is the balance of payments on the
travel and tourism account. On this basis, Italy historically ranked second or third in the world.
The US has an unassailable lead, while Italy, France and Spain jostle for the following spots.
Italy lost the number two slot to France in the late eighties and early nineties (1987-1994), but
has since regained ground.
Table 4 gives the revenues of the top ten countries for 1995, as elaborated by OMT. Italy
is still third, after USA and France. However, according to OCSE statistical data, Italy already
occupied the second position in that year with a total of $ 28.5 billion in revenues and a market
share of 11.6%. US was first with an income of $ 58.5 billion and a market share of 23.9%,
while France was third ($ 27.5 billion, 11.2%) and Spain fourth ($ 24.7 billion, 10.1%).
1990% on
total
11.43
8.15
8.61
5.81
2.28
3.92
4.47
3.74
0.74
4.14
3.31
1.58
3.71
2.87
1.93
1995 % on
total
10.68
7.96
7.89
5.15
4.12
4.00
3.90
3.50
3.39
3.13
2.97
2.93
2.56
2.09
1.96
1995 absolute
values ('000)
60,584
45,125
44,730
29,184
23,366
22,700
22,087
19,870
19,225
17,750
16,854
16,600
14,535
11,835
11.095
The data coincided in 1996, when Italy occupied the second place with a market share
raised to 12.7% and more than $ 30 billion of income. Arrivals were more than thirty million
(+2%), still the fourth position in the world ranking.
Balance of payments, world ranking - 1990/1995 (OMT)
Country 1990 1995
USA 1 1
France 2 2
Italy 3 3
Spain 4 4
U.K. 5 5
Austria 6 6
Germany 7 7
Hong Kong 11 8
China 25 9
Singapore 12 10
Switzerland 8 11
Canada 9 12
Poland 64 13
Australia 14 14
Thailand 13 15
1990% on
total
16.25
7.63
7.56
7.02
5.64
5.07
4.33
1.90
0.84
1.74
2.56
2.12
0.14
1.54
1.63
1995 % on
total
15.70
7.35
7.28
6.74
4.70
3.36
3.21
2.44
2.22
2.03
1.95
1.90
1.88
1.85
1.78
1995 absolute value
($ million)
58,370
27,322
27,072
25,065
17,468
12,500
11,922
9,075
8,250
7,550
7,250
7,048
7,000
6,875
6,617
Table 4
In terms of dependence on foreign tourism in 1995 Italy occupied the twelfth position
(table 5) in the world. This was due to the relative number of incoming tourists compared to
resident population. It is an interesting parameter that help to measure the right weight of
domestic and foreign tourism, and to understand the importance that the latter represents for the
hotel industry in general.
International arrivals I resident population,
world ranking, 1995 (our elaboration)
Country Arrivals/Population
Austria 2.29
Singapore 2.20
Hungary 2.14
Switzerland 1.76
Hong Kong 1.76
Czech Republic 1.59
Spain 1.16
Greece 1.08
France 1.07
Portugal 0.90
Canada 0.63
Italy 0.51
Poland 0.50
Malaysia 0.44
United Kingdom 0.41
Table 5
1.3 The Reasons for the Italian Performance
Europe is the area with the highest tourist concentration on the World: more than 60% of
the European population travels every year. In 1995, the number of arrivals in Europe grew
2.3% with respect to 1994, while total incomes grew 8.6%. The highest increase was in Eastern
and Southern Europe.
Although the continent includes very diverse realities, few countries present such a broad
spectrum as Italy. Italian sea, mountain and lake resorts, spas and art cities are among the most
traditional destinations for million of tourists. On the international market, however, Italy is
recognized as the absolute leader in the cultural and artistic tourism.
This sector, in fact, is that one that offered the best performance during the periods of
crisis, and showed the highest rate of growth during the early nineties.
Considering the total accommodation sector, in 1995 rooms sold amounted to 392
million, 53% of which were in the hotel sector, and 33% of which were represented by foreign
tourists.
This result represents the best performance offered by the Italian tourism sector in the
entire period in which statistical data have been collected.
The historical trends of arrivals and rooms sold show a very dynamic phase starting in the
early seventies, followed by a period of consolidation and growth during the second half of the
eighties. These were followed by a phase of maturity, characterized by a flat trend of the
presence of foreign tourists, in the early nineties. In the period 1989-1994, the increase in the
total number of arrivals was 5% (source: ISTAT).
1994, however, signaled the start of a new development cycle, which continued in 1995
and 1996 with a strong growth in flows of tourists from abroad (the highest rate registered in the
last four decades).
The reasons for this "boom" are diverse, some of them contingent of that period while
others intrinsic in the Italian tourist system. Among the former ones, the first reason to be
mentioned is the advantage created by the devaluation of Lira with respect to the major
currencies occurred in 1993 (the Dollar increased 27.5% against Lira and D-mark 20.6%). An
important role was also played by the deliberate effort at price containment on the part of large
sectors of the industry, which amplified the benefits given by the favorable exchange rates.
Finally, a series of good seasons in climatic terms, finally, have clearly played a role in
stimulating growth rates.
Nevertheless, there are underlying structural improvements in supply and demand that
augur well for the sustainability of the recovery.
The most important are:
- a more segmented product able to ineet all types of demand;
- a very differentiated and articulated accommodation sector;
- a better understanding of the importance of quality, with consequential actions
leading to reach a higher price/quality ratio;
- the tight link with the positive trend of the commercial exports;
- the positive effects of an advanced environmental policy, adopted at the beginning of
the nineties, and a general better understanding of the importance of the environment
and land-use planning;
- the presence of areas still to develop in their full potentiality (mainly located in
Southern Italy);
- the trend to a more independent and individual organization of the holidays by the
tourists, that makes of Italy an interesting destination for the mentioned,
differentiated offer;
- the improved use of telecommunications and computers;
- the overcoming of a certain, negative perception of tourism.
In addition, Italy will reap particular benefits from the Second Millennium of the
foundation of the Christian Church.
Evidently some of these factors could shift in the near future, causing a negative effect
where now they produce a positive one. Moreover, the appearance of new tourist destinations
and markets able to attract and to produce significant flows of tourists will further push the
industry in its evolutionary process. Therefore Italy, as every other traditional tourist destination,
will have to continuously reposition itself on the international scene, to stay competitive.
For Italy, thus, tourism is a sector which is moving much faster than in the past. The
keys to entrench the excellent performance produced in the last years are essentially three: the
ability to predict the new trends, to react promptly to any significant change of the demand, and
to recreate the offer with a sufficient grade of flexibility.
1.4 The Perception of Italy as Tourist Destination
The information provided by Sixth Report on Italian Tourismi allows us to investigate
tourists perception of the country. A scale of 1 (lowest level of satisfaction) to 10 showed the
appreciation of nine different features.
The results show a better opinion of Italy abroad than is usually thought.
Table 6 shows Italian travelers' opinion of foreign countries and foreigners' view of Italy.
The main differences are in the evaluation of meals, prices and shopping.
The differences in the appraisal of shopping and prices are obviously connected with the
exchange rate movements, which have increased foreigners' purchasing power in Italy and
decreased the purchasing power of Italian travelers. Italian courtesy, information and safety
were perceived in much the same way as the Italians see the same features in other countries, but
foreigners appear to be more appreciative of Italian cuisine than the reverse.
Foreign travelers' assessments of Italy by area of destination are relatively homogeneous
for northern Italy (8.29), the Center (8.28) and the South (8.18).
We can say that the general evaluation is good. Tourists, both foreigners and Italians,
appear satisfied, with the latter assigning a total grade of appreciation of the "product Italy"
equal to 8.1.
1 Presidenza del Consiglio dei Ministri, Sesto Rapporto sul Turismo Italiano, Mercury, Florence, 1996.
Opinion of destination, 1995 (Osservatorio Dipartimento del Turismo)
FEATURE Italians Foreigners
Courtesy 7.5 8.4
Art 7.7 8.7
Environment 8.7 8.5
Hotels 7.5 7.8
Food 6.5 8.6
Prices 4.9 7.2
Shopping 5.5 7.8
Information 7.4 7.5
Safety 7.8 7.6
Total 7.1 8.1
Table 6
A similar survey, commissioned in 1996 by the National Tourism Office (ENIT)2 on a
sample of foreign tourists, confirmed these results, and offered further information.
According to it, some features not considered in the previous survey showed lower levels
of appreciation. In fact, an appreciation grade equal to 7.0 was given to the cleanliness and
hygienic conditions, to the efficiency of the public services and to the ease of finding English
speaking personnel, while the capability of "keeping the promises" and the "value for money"
parameters received 7.5.
1.5 Future Trends
OMT has produced a model to forecast the development of the tourism flow (arrivals) until
2010. According to the model, the total world arrivals in year 2000 will be equal to 661
millions; the market share of Europe will be of 56% (lower than the current 60%), while in 2010
2 ENIT, Sondaggio motivazionale sui punti di forza e di debolezza dell'offerta turistica italiana, ENIT, 1996.
it will drop to 51% (for a total of 476 million). However, the Old Continent still presents the
major increases in absolute values.
Total international arrivals, world, 1990/1994 and forecasts for 2000/2010 (Mercury)
Arrivals Share
(millions) 1990 1994 2000 2010 (%) 1990 1994 2000 2010
Europe 284 322 372 476 62 60 56 51
America 94 107 147 207 21 20 22 22
Pacific Asia 53 77 101 190 12 14 15 20
Africa 15 18 24 36 3 3 4 4
Middle East 8 9 11 18 2 2 2 2
Southern Asia 3 4 6 10 1 1 1 1
World 457 537 661 937 100 100 100 100
Table 7
Obviously it is an indicative scenario, given the volatility of the tourist sector, which
resent in particular of some meta-economic components. Among these components are the
individual behavior and the social psychology, that define the qualitative determinants that
condition the size of demand and supply. The choice model, therefore, will be constituted by a
mix ofprice and non-price variables. The latter include:
- the growing importance of the environmental issue;
- the increased power of attraction of the historic and artistic destinations;
- a broader use of the airplane as means of transportation;
- the increased popularity of alternative tourism, more natural and adventurous (rural
tourism, trekking, cruising, sports related tourism);
- the trend to go on holiday more times during the year for shorter periods, avoiding
the high tourist season.
The main consequences of these behaviors on the economic variables will be:
- a diminishing importance of the luxury accommodation in favor of medium-low price
accommodation, but with a better quality/price ratio;
- a major sensitivity to the price component;
- self-organization of the holiday (favored by new technologies);
- differentiation and specialization of the tourist offer (and demand).
Travels within the European continent will increase considerably, as will those from
Europe to Northern America, the Pacific Area and Southern Asia.
Considering the Italian tourism sector, these trends, together with the local supply
conditions, the effective entrance on the market of the Eastern European tourists, and the positive
expectations for the end of the century, should produce a great expansion of the international
incoming tourism. In particular, the average annual growth rate should be above 5%.
With reference to the classic typologies, the major growth should concern cultural and
artistic tourism, favored by rise of shorter breaks, and the environment-related tourism (rural
tourism, trekking, spas, etc.).
The Northeast and Central Italy will still absorb the greatest part of the flows, but
Southern Italy will finally enter the international circuit, showing interesting performances.
In the year 2000, excluding the flows related to the Christian Church celebrations, the
rooms sold should be 30% more than in 1990 (compound rate of 2.6%), and 17% more than in
1994 (2.7%). Considering only foreign clients, the growth should be, respectively, 63% (5.0%)
and 36% (5.3%). Considering the flows related to the religious celebrations, estimated in around
twenty-five million rooms sold distributed equally along the year, the compound rate on the
period 1990-2000 should be raised by one percentage point.
In terms of compound rates, on average, Italy will show a slightly superior growth
compared to the rest of Europe (for the period 1990-2000).
Naturally these forecasts have an indicative value. Few activities are as sensitive to the
political, institutional or economical changes as tourism. Any of these changes, therefore, could
easily challenge the figures produced above.
2. THE ITALIAN HOTEL INDUSTRY: THE PRODUCT
The number of tourist beds in Italy has almost doubled over the last quarter century: from
3.2 million to 6.3 million. The bulk, 2.2 million, are in the Northeast (35% of the total), while
1.8 million are in the South (29%), 1.3 million in Central Italy (21%) and 1 million in the
Northwest (16%)'. Most (4.6 million) are in types of accommodation other than hotels.
The Northeast is also the region which has the highest relative density of accommodation.
There seems to be potential for further expansion in the South and Center, given their reliance on
tourism and the relatively low density of accommodation.
In relative terms, from 1970 the number of hotel beds has increased in absolute values,
while it has decreased 15% as a share of the total number of tourist accommodation beds.
At the end of 1994, the number of hotel beds equaled 1.7 million, representing 27% of
the total. The remaining 73% were mainly campsites, holiday villages and private rental
accommodations, with rural and hostels/mountain huts representing significant sub-sectors.
Analyzing the capacity of the different accommodation typologies, the Northeast presents
the highest hotel and non-hotel availability. Hotel beds offer accounts for 41% of the total
(700,000 beds) and non-hotel beds for 32%.
Moving from the North to the South, the share of hotel beds of the total number of beds
decreases: from 32% to 20%.
1 Northeast is composed by Veneto, Friuli Venezia-Giulia, Trentino Alto Adige and Emilia Romagna; Northwest is
composed by Piedmont, Valle d'Aosta, Lombardy and Liguria; Center is composed by Tuscany, Umbria, Marche,
Latium, Abruzzo and Molise; South is composed by Campania, Calabria, Basilicata, Puglia, Sicily and Sardinia.
2.1 International Trends
Cross-referencing OMT and IHA (International Hotels Association) data, we can
estimate with good approximation that world-wide there are 12 million hotels, with 11.4 million
rooms and 22 million beds.
The world average growth rate of the number of rooms and beds, in the last four years,
has been around 2-2.5% per year. The major increments have been in the Pacific Area and Asia,
while Europe and America has shown a slower growth.
According to KBS (Kleinwort Benson Securities), the growth is sustained by an increase
in the number of rooms of big, international chains (+9.9% in 1995), especially in Europe. In
absolute values, in fact, the European continent represents the highest number of rooms, 5.2
million, and beds, 10.2 million (followed by America and Asia).
The European leader for number of hotels, rooms and beds is Italy, followed by
Germany, France and Spain. Austria and UK, still important tourist destinations, have registered
a decrease in the number of rooms and beds. However, this fact, especially in Great Britain, is
the result of a reorganization process led to improve the efficiency of the hotel industry.
In France the prevalence of Economy hotels is confirmed by the trend of major corporate
chains to develop 1- and 2-star motels, with a strong brand differentiation policy in this market
sector.
Germany's hotel industry is pursuing a growth in terms of rooms and beds, while in the
Italian and Spanish market the Economy hotels are disappearing in favor of superior category
establishments.
Hotel rooms, world macroregions, 1985, 1990, 1994 ('000; OMT)
1985 1990 1994
N. % N. % N. %
Africa 267 2.9 334 3.0 384 3.1
Americas 3,462 37.6 4,311 39.0 4,493 36.8
Pacific Asia 813 8.8 1,207 10.9 1,557 12.7
Europe 4,425 48.1 4,936 44.6 5,462 44.7
Middle East 130 1.4 160 1.4 179 1.5
South Asia 102 1.1 112 1.0 143 1.2
World 9,199 100 11,060 100 12,218 100
Table ]
Hotel rooms and beds, Europe, 1985, 1993 (OMT)
Rooms Beds % Change Market
'93/'85 share '93
1985 1993 1985 1993 Rooms Beds Rooms Beds
Total UE 3,821,892 4,280,455 7,356,876 8,193,391 12.0 11.4 82.2 80.5
Austria 323,394 319,565 653,766 651,003 -1.2 -0.4 6.1 6.4
Belgium 43,439 54,102 87,863 108,205 24.5 23.2 1.0 1.1
Denmark 32,038 38,433 70,960 97,034 20.0 36.7 0.7 1.0
Finland 37,301 54,535 77,105 119,053 46.2 54.4 1.0 1.2
France 487,664 589,216 975,328 1,178,432 20.8 20.8 11.3 11.6
Germany 538,291 744,274 1,076,583 1,355,706 38.3 25.9 14.3 13.3
Greece 184,594 257,383 348,171 486,439 39.4 39.7 4.9 4.8
Ireland 22,036 26,151 43,400 53,989 18.7 24.4 0.5 0.5
Italy 895,921 942,350 1,608,360 1,720,637 5.2 7.0 18.1 16.9
Luxembourg 7,713 8,858 12,830 14,992 14.8 16.9 0.2 0.1
Netherlands 51,859 70,150 107,000 133,030 35.3 24.3 1.3 1.3
Portugal 59,753 88,596 130,951 198,862 48.3 51.9 1.7 2.0
Spain 561,939 640,668 1,013,464 1,185,493 14.0 17.0 12.3 11.6
Sweden 75,950 82,572 151,095 163,312 8.7 8.1 1.6 1.6
UK 500,000 363,602 1,000,000 727,204 -27.3 -27.3 7.0 7.1
EFTA Countries 203,106 205,923 397,170 397,170 1.4 4.8 4.0 3.9
Other Countries 476,587 722,388 1,016,222 1,592,953 102.6 105.7 13.8 15.6
Total Europe 4,501,585 5,208,766 8,752,172 10,183,514 15.7 16.4 100 100
Table 2
2.2 Italy Leader in Hotel Tourism
Using as yardstick not the number of arrivals, but the hotel rooms sold, Italy is the leader
country in Europe and the Mediterranean basin. This is a structural fact, not produced by any
particular benefic market trends. Moreover, the information offered by the hotel sector is highly
reliable because it is not produced by projections and estimations, but by sold contracts.
In 1993, in Europe, 39% of all hotel rooms were sold in the western area, 36% in the
South and 16% in the North2. The data from 1993 and 1994 (the last available at the continental
level) indicate Italy as the European leader in this industry, followed by Germany and France.
Germany was the leader for the domestic flow and Spain in first place for sales to foreign
visitors.
Hotel rooms sold in Europe, domestic and international clients, 1993 ('000; OMT)
International Domestic Total
Spain 83,132 Germany 146,273 Italy 186,846
Italy 64,575 Italy 122,271 Germany 173,682
Austria 61,996 France 90,160 France 145,614
UK 61,700 UK 64,000 Spain 138,103
France 55,454 Spain 54,971 UK 125,700
Greece 36,475 Austria 15,954 Austria 77,950
Germany 27,409 Switzerland 12,821 Greece 48,534
Switzerland 19,774 Greece 12,059 Switzerland 32,595
Table 3
2 Western Europe: Austria, Benelux, France, Spain, Germany, Monaco, Switzerland, Liechtenstein; Southern
Europe: Albania, Croatia, Gibraltar, Spain, Italy, Greece, Portugal, FYROM, Malta, Slovenia; Central-Eastern
Europe: Bulgaria, Czech Republic, Estonia, Hungary, Lithuania, Poland, Romania, Russia, Slovakia; Northern
Europe: Denmark, Finland, Sweden, Norway, Iceland, Ireland, UK (OMT).
Considering the Mediterranean area (17 countries), Italy confirmed its first position in
1994, with a market share of 29% and more than 201 million rooms sold. France was in second
place with 23% and over 146 million rooms sold and Spain in third with 22% and more than 154
million rooms sold. These three countries together represented 74% of the total hotel market in
the Mediterranean region.
In 1995 the total number of rooms sold was 209.8 million. This increase of 4.3% with
respect to 1994 was the result of an increased presence of foreigners (+12.1%) and a
substantially stable presence of Italians (-0.5%). Table 4 shows the distribution of the market
between international clients. Germans confirmed their traditional leadership with nearly 38% of
the market, while all the other principal nationalities showed increments over 1994: British
tourists market share increased by 2.7%, Americans (US) by 12.3%, French by 2.8%, Austrian
by 6.9% and Swiss by 1.6%. Although the Japanese market share fell from 3.8% to 3.5%, they
scored the highest growth in terms of total number of arrivals.
Hotel rooms sold, international clients.
Market shares by nationality, 1993-1995 (Federalberghi)
1993 1994 1995
Germany 32.0 38.0 37.9
UK 7.0 7.4 7.6
USA 8.0 7.3 8.2
France 6.0 7.0 7.2
Switzerland 4.0 6.4 6.5
Austria 5.0 5.8 6.2
Japan 5.0 3.8 3.5
Belgium 2.0 2.9 2.8
Canada 1.0 0.9 0.8
Other countries 30.0 20.5 19.3
Total 100 100 100
Table 4
2.3 Occupancy Rates
According to Horwarth International Consulting, the world average occupancy rate in
1994 was 66.6%. This rate was sustained especially by luxury hotels, and in general by North
American hotels, Asian hotels and European first class hotels.
In the same year in Europe the occupancy rate was 62.4%, 4% higher than in the previous
year (60%). In detail, luxury hotels presented a rate of 63.4%, First Class hotels 61.4%, Mid
Price hotels 62.7% and Economy hotels 62.1%.
In contrast to what seen about market shares, total number of arrivals and rooms sold,
Italy does not display leadership relatively to occupancy rates. Rather, the industry shows a
marked inefficiency.
As we can see in table 6 the occupancy rates in Italian hotels were significantly lower
than those in Europe. In 1994, the average rate was 32%, given by 46.3% of 5-star hotels
(Luxury), 38.4% of 4-star (First Class), 29.7% of 3-star (Mid Price), 28.8% and 24.9% of 2- and
1-star hotels (Economy). On average, the rate showed a growth of 7.7% over the previous year
(in 1993 the rate was 29.7%). In 1995, an increase of 2.4% raised it to a still low 32.7% (table
5).
Hotel gross occupancy rate, Italy, geographical macro areas,
1994, 1995 (our elaboration on ISTAT, APT data)
(%)
Macro area 1994 1995 % change
Northwest 31.8 30.9 -2.7
Northeast 33.1 34.8 5.2
Center 36.4 36.9 1.5
South 25.2 26.0 3.1
Islands 26.3 28.1 6.8
Italy 32.0 32.7 2.4
Table 5
Hotel gross occupancy rate, Italy, 1990 - 1994 (ISTAT)
(%)
Category 1990 1991 1992 1993 1994
5-star 34.4 33.2 32.6 37.6 46.3
4-star 36.2 35.6 34.6 34.4 38.4
3-star 29.9 30.3 28.9 27.3 29.7
2-star 28.3 29.5 28.9 27.8 28.8
1-star 24.9 25.4 25.4 24.5 24.9
Total 30.7 31.4 30.6 29.7 32.0
% Variation
5-star -10.3 -3.5 -1.8 15.3 23.1
4-star -4.7 -1.7 -2.8 -0.6 11.6
3-star -1.5 1.3 -4.6 -5.5 8.8
2-star 0.6 4.2 -2.0 -3.8 3.6
1-star 4.5 2.0 -2.0 -3.5 1.6
Total 0.5 2.3 -2.5 -2.9 7.7
Table 6
Given the preponderance of leisure tourism in Italy, and the great incidence that sea and
mountain resorts hotels has on the total, it could be better to consider the net occupancy rates.
That is to look at the net occupancy rate calculated over the open period, instead of the
traditional gross rate, calculated over 365 days.
In this case the situation results improved, as we can see in table 7. The national, average
net rate becomes 39.1% (1994), 22.2% higher than the gross value.
In particular, 3-star hotels are the greatest "beneficiaries" of this distinction. The
occupancy rate becomes 40.9%, 37.7% higher than the gross rate. This is explainable by the fact
that 3-star hotels represent the majority of rooms in highly seasonal tourist destinations such as
beach resorts in the Northeast. This in fact explains the greatest difference between the two rates
in terms of geographical area.
Hotels net and gross occupancy rates, Italy,
categories and geographical macroareas, 1994 (ISTAT)
(%)
Category Gross rate Net rate %difference
5-star 46.3 48.3 4.3
4-star 38.4 44.8 16.7
3-star 29.7 40.9 37.7
2-star 28.8 35.4 22.9
1-star 24.9 30.8 23.7
Total 32.0 39.1 22.2
Macro area
Northwest 31.8 37.3 17.3
Northeast 33.1 43.2 30.5
Center 36.4 38.6 6.0
South 25.2 28.3 12.3
Islands 26.3 33.6 27.8
Total 32.0 39.1 22.2
Table 7
2.4 Characteristics of the Hotel Product
2.4.1 The evolution of the offer
There is an international trend in the hotel business towards more rooms per unit and
higher quality. This is true of Italy, where upgrading is under way. However, the process has
been slow since the starting point was a highly fragmented industry, which for a long time had
little propensity or capacity to invest. In the process, many small hotels are disappearing.
Table 8 shows how the situation has evolved since 1949. 1974 was a watershed year.
The early seventies oil crisis halted what had previously been continuous growth in the number
of hotels, albeit many were small. It marked the start of an era of segmentation in relation to
demand, an increase in average size, an increase in the overall supply of beds and a push to
quality improvements. 1949 provides a useful baseline. Apart from being the first post-war year
for which there is sufficient comparable data, this was also the height of the post-war rebuilding
phase.
The trend to higher quality can be seen from the fact that the average hotel size has risen
from 19.7 to 28.2 rooms and the number of rooms with private facilities has increased by 57%
since 1974. 94% of rooms now have private facilities compared to 67% two decades ago and
16% in 1949.
The 1995 data confirms that a reorganization process is in act.
Development of the hotel product, 1949,1974, 1994 (Istat, MP Studio e Associati)
1949 1974 1994 Change Change
1974/1949 (%) 1994/1974 (%)
Hotels 20,063 42,801 34,835 113.3 -18.6
Rooms 215,702 842,072 982,857 290.4 12.2
Rooms/hotel 10.8 19.7 27.2 82.4 37.0
Beds 365,128 1,475,694 1,790,891 304.1 16.6
Beds/hotel 18.2 34.5 51.4 89.6 42.9
Bathrooms 34,382 564,153 878,170 1558.8 57.0
Bathr./room 0.16 0.67 0.96 318.7 40.3
Table 8
Despite the positive trend of arrivals and sold nights, the number of hotels dropped to
34,348 (-1.3%), for a total of 949,446 rooms and 1,761,395 beds. The rooms/hotel ratio and the
beds/hotel ratio were respectively 27.6 and 51.3.
2.4.2 Hotel Classification and Geographical Distribution
Turning to the territorial distribution of hotels, Italy can be divided into the classical four
macroregions: Northwest, Northeast, Center and South.
Table 9 offers interesting information. Geographical concentration of the supply appears
quite evident: 46.2% of the hotels and 42% of the rooms are located in the Northeast.
It is interesting to point out the two data sets contained in the third and the last column.
The ratios between number of hotels and territorial surface and between number of rooms
and resident population represent two specific indexes of industrialization grade of the hotel
sector in a specific area.
Hotel distribution and industrialization indexes in the four Italian macroregions, 1993 (Istat)
Region Hotels % Hotels/100 Rooms % Rooms/hotel % rooms Rooms/10.000
sqKm of with inhabitants
surface bathroom
Northwest 7,243 20.8 12.5 176,088 18.7 24.3 89.54 116.9
Northeast 16,095 46.2 26.0 396,737 42.0 24.6 95.81 380.1
Center 6,318 18.1 10.9 182,044 19.3 28.8 93.49 166.1
South 5,209 14.9 4.3 188,875 20.0 36.1 94.71 91.0
Italy 34,865 100 11.6 942,350 100 27.0 93.97 166.0
Table 9
In both cases, the Northeast presents values clearly higher than the national average. This
fact is not surprising, considering that all the regions composing the Northeast area have a strong
tourist tradition, especially in the leisure segment. What may be more surprising is the relatively
small average size that characterizes the hotels of this tourist area - 24.6 rooms/hotel, column 6
of table 9 -, especially when compared to that one of the weak South. This last region shows the
lowest share of total number of hotels, and by far the lowest value in the two industrialization
indexes. This means that, in the South, the sector has not consistently developed with respect of
the region's demographic and territorial characteristics. Considering the great natural and artistic
attractiveness of this area, it is clear that its potentiality has not been fully exploited yet.
Regarding the Center and the Northwest regions, we can remark that in the former case,
the figures are explained especially by the presence of two major poles of attraction for leisure
tourism, Florence and Rome. In the latter the same can be said in reference to Milan, Turin and
business tourism.
Table 10 cross-references quality (to the extent that star grading is an accepted parameter
of quality) with location. This makes it clear that the Northwest has a disproportionately high
number of 1-star hotels and the South and Center are particularly well served with 5-star hotels,
whether it be in relation to the total number of hotels in the region or the number of equivalent
hotels in other regions.
Hotel distribution by star grading and macroregion, 1994 (Istat)
Hotels Northwest Northeast Center South Italy Italy
total %
5 star 20 12 33 29 94 0.3
4 star 490 704 504 495 2,193 6.3
3 star 2,105 4,406 2,220 1,926 10,657 30.5
2 star 1,960 5,761 2,041 1,524 11,286 32.4
1 star 2,668 5,212 1,520 1,235 10,635 30.5
Total 7,243 16,095 6,318 5,209 34,865 100
Table 10
The Northeast has a disproportionately high ratio of 2-star hotels using both measures
and more than half of Italy's 3-star hotels, though, in terms of importance to a given region, 3-
star hotels are relatively more important in the South. It should be noted that in the Northeast,
the strongest tourist area of the country, there is a low presence of 5-star hotels.
The regional differences are not a recent phenomenon. On the contrary, there appears to
have been a measure of convergence in recent years. Fifteen years ago, according to Istat data,
the situation was not very different from what it is today. The only really significant change over
the period appears to have been the marked increase in the relative importance of 4- and 5-star
hotels in the Northeast, passing from 24.2 to 31.3% of the total upper class, and the decline in
importance of lower grade hotels in the Northwest (from 29.3 to 21.1% of the total lower class
hotels). In the Northeast, this change took place against a background of a simultaneously larger
increase in size of the accommodation industry than in Italy as a whole, whereas the reverse was
true in the Northwest.
To be able to analyze in detail the territorial distribution of the hotels under a qualitative
perspective, however, we need percentage values. Tables 11 and 12 provide us these values.
Percentage distribution of hotels, macroregions, 1994 (elaboration on Istat data)
Hotels Northwest Northeast Center South Italy
5 star 21.3 12.8 35.1 30.9 100
4 star 22.3 32.1 23.0 22.6 100
3 star 19.8 41.3 20.8 18.1 100
2 star 17.4 51.0 18.1 13.5 100
1 star 25.1 49.0 14.3 11.6 100
Total 20.8 46.2 18.1 14.9 100
Table 11
Percentage distribution of hotels, macroregions, 1994 (elaboration on Istat data)
Hotels Northwest Northeast Center South Italy
5 star 0.3 0.1 0.5 0.6 0.3
4 star 6.8 4.4 8.0 9.5 6.3
3 star 29.1 27.4 35.1 37.0 30.5
2 star 27.1 35.8 32.3 29.3 32.4
1 star 36.8 32.4 24.1 23.7 30.5
Total 100 100 100 100 100
Table 12
Table 11 highlights the weight of each macroregion relative to the national total for each
hotel typology. The first observation regards the high rate of 5-star hotels located in the South
(30.9% of the total), balanced by a well above the average rate in the 1- and 2-star categories
(respectively 11.6% and 13.5%). At the opposite end, the Northeast presents a structure strongly
characterized by lower level hotels. The 1- and 2-star hotels located in this region account for
50.1% of the national total.
Table 12 confirms the existence of different models in the pattern of development of the
hotel structure in the different macroregions. The South is characterized by a significantly
higher level in terms of quality (at least, according to the official grading system). Here, the 3-,
4- and 5-star hotels have a higher percentage share than the national values; the 3-star hotels are
37% of the total in the South, the 4- and 5-star hotels, together, are 10.1% of the total, while in
the Northeast they represent only the 4.5%.
On the national level, we can say that the Italian supply is characterized by a middle-low
level of quality. 4- and 5-star hotels, in fact, account for only 6.6% of the total, well below the
30.5% represented by 1-star hotels. 2- and 3-star hotels are evenly represented with respectively
32.4% and 30.5% of the market.
2.5 Hotels and Quality
2.5.1 Trends
There is no doubt that quality now constitutes a crucial element for the Italian hotel
industry. However, the development of policies and tools aimed to help comprehend this
phenomenon and its future direction is still insufficient and not backed by adequate managerial
techniques.
In the last years hotel demand has shown high variability but also increasing variety.
Within the traditional macro-segments of the leisure tourism and business tourism, in fact, new
profiles of demand have appeared, requiring specific consideration of their motivations and
necessities.
This new trend originated from several conditions: the development of the
communication and information technologies, the different cultural approach to tourism emerged
in the last years; new work habits, which leave more extra time, a general improvement in the
standard of living and the increase of economic, social and cultural exchanges between different
countries (globalization of the markets).
In some cases new needs have emerged, in others the growth of existing segments has
been characterized by new, specific exigencies. For example, in leisure tourism, the cultural and
artistic tourism tends now to be linked to the environment and personal well being. In business
tourism, the hotel is always more often seen not only as a place to sleep, but also as a place
where to study, work, hold meetings and conferences, with the consequential needs related to
these services.
This increase in the complexity of demand and a new competition framed into always
broader boundaries have caused an evolutionary trend in the offer, aimed to supply more client-
oriented products. For the same reason new forms of collaboration and organization have been
pursued between hotel operators and between them and other, tourism-related operators.
These forms of collaboration go from the adhesion to common promotion networks and
reservation systems to the affiliation with international chains, and the participation to
associations and consortia, sometimes multi-sector. In the best cases, the hope is not only to
increase the occupancy rate and/or the turnover and the profit, but also to acquire new skills and
develop an advanced managerial culture. This "modern" culture, however, is challenged by a
level of rigidity inherent in the hotel industry, particularly the Italian one, which has just recently
undertaken this process.
2.5.2 Two Major Issues
As a whole, the Italian hotel industry is still characterized in some areas by a relative
backwardness. Although the constant trend to improve the service, the lack of an official
structure to guarantee the homogeneity of the quality level of services offered by evenly
classified hotels is undermining the credibility of the entire sector. This is probably the biggest
structural problem common to all the industry. For the operators who offer the correct product at
the correct price, the problem is given by those competitors who offer at a lower price a product
that in terms of official classification should have the same characteristics, but that in reality
belongs to a lower range. Besides representing unfair competition, this disorientates the
customers, and creates significant problems for clients such as big international tour operators,
who are denied an important yardstick and work tool. Furthermore, the high fragmentation of
the sector in Italy - more than 95% of the hotels are owned and managed by individual operators
- makes the situation more confusing.
In addition to the insufficient cultural and managerial background of the majority of the
operators, the problem has another cause in the legal system that is governing the sector.
The principal laws that concern hotel quality standards are n. 217 of 1983 and n. 24 of
1988.
These laws, which aimed to make order in the graduation system, introduced the star
classification, and provided all the minimum requisites required for any category.
Twenty regional administrations were entrusted with the application of these laws within
their territorial boundaries. These administrations were allowed to bring modification in
accordance to the local tradition and environment.
This procedure caused a big discrepancy in the various ways the law has been applied.
Some regions adopted a rigid interpretation, while others opted for more flexibility.
Often, the latter resulted in a general lower quality level required to "match" the requisites for
belonging to a certain class, in a rigid and limited articulation of services and, consequentially, in
the absence of stimulus for the operators to pursue professional and managerial improvement.
Moreover, after the original classification, a local officer in charge of controlling the
maintenance of the standards in each area was never appointed. This has meant leaving the duty
of these controls to sporadic (rare) visits of local civil servants without any specific knowledge
of the hotel sector. As we can easily imagine, this procedure based on individual, and non-
professional, "opinions" left the door open to many compromises, arbitrary agreements and
"flexible" interpretations.
If we consider the globalization of the market, and the need for a reliable yardstick to
measure the quality of hotel services, always more standardized, and their resulting price, we can
understand how central this issue already is in the Italian hotel industry.
In addition, the future development of private certification systems and quality
trademarks, will create possible cause of further confusion in this sector.
The second big problem that afflicts the industry as a whole from a qualitative point of
view is the state of infrastructures.
A survey conducted in 1995 on the building characteristics of 1-, 2- and 3-star hotels in
Rome 3 offers a worrying view. 90% of the hotel buildings located in Central Rome were
constructed between 1860 and 1920, and only 10% were younger than seventy-five years.
Moreover, most of them had a different original use. This naturally implied (and implies)
drawbacks in terms of quality of space and possibility to re-design the distribution of services.
Although in absence of a formal survey, we can say that the average age of the Italian
hotels is twenty years. In many cases, the absence of an adequate maintenance policy has made
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of the building the main problem for many operators .
This is true not only for the implications regarding the quality level of the service,
obviously affected by an aged structure, but also considering the market orientation of individual
hotel operators and the potential collaboration between different operators.
Many of them, not being able to offer an adequate quality level for their product because
of the obsolescence of the building, could not only decrease their competitiveness and market
shares, but also be cut out of the possibility of partnering thereby losing the advantages offered
by any form of association.
2.5.3 The Quality Demand
The keys to offering "quality" in this sector are provided by understanding the changing
needs of the customers and responding with products as client-oriented as possible.
3 Published in Travel Trade Gazette Italia, April 1995.
4 This data is contained in: Presidenza del Consiglio dei Ministri, ENIT, ISTAT, Sesto Rapporto sul Turismo
Italiano, Mercury, Firenze, 1995.
It is, therefore, of basic importance that operators find a link between use, demand
profiles and the particular configurations of the product that are relevant to satisfy differentiated
exigencies. The interrelation between these components should indicate the elements that "make
quality".
From a survey conducted in 19945 on a sample of hotel operators - individual operators,
national chains and international chains - an insufficiency in the diffusion of a correct approach
to the market appeared as characterizing the sector. 57.9% of those interviewees who answered
the questionnaire (79% of the total) had conducted market research, but only 5.2% of them had
given the responsibility to a specialized firm; 73.7% had tried to analyze the data about their
clients, but often without a systematic methodology.
However, in the last years the increasing demand of specific client-oriented products has
convinced operators of the importance of monitoring their clients characteristics and needs.
A survey focused on the personal experience and perception of the elements that "make
quality" in hotel products was conducted in 1993 on a sample of more than one thousand and
three hundred people6 .
The results of the survey were structured following the traditional sub-division of the
industry into two macro-segments: leisure tourism and business tourism. The differences
emerging between the two areas concerned both "soft" (services and their characteristics) and
"hard" (structures, facilities) elements of the product.
Table 13 reports the preferred hotel features in order of importance assigned by clients
(and potential clients).
5 The research was conducted in 1993-1994 by M. Rispoli and M. Tamma on forty hotel companies of upper level.
6 M. Rispoli, M. Tamma, Gente Money, 7 July 1993 and 2 February 1994.
Considering the leisure segment, we can clearly state that location is the most important
character of the hotel (three quarters of those interviewed put it at first place). In second position
we find accessibility of the hotel. Added together, these two "site-related" characters constitute
more than 83% of the preferences, which means that the choice of the hotel depends greatly on
its position, either in absolute terms or in relation to the means of transportation.
Preferred hotel features, 1993 (Gente Money)
Leisure segment
Location 74
Accessibility 8
Garden/Park 6
Safety 5
Large, comfortable public areas 3
Lack of obstacles 1
Total 1
%o
.6
.6
.8
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.0
00
Business segment
Location
Accessibility
Large, comfortable public areas
Safety
Garden/Park
Lack of obstacles
Total
Considering the business segment, we again find the preponderance of "site-related"
factors, 83.1%, but with greater weight for accessibility compared to the leisure segment (18.8%
vs. 8.6%). Location in itself, even if still very relevant, seems to loose importance if supported
by good accessibility.
Table 14 summarizes the results related to the characteristics of the room.
Preferred room features, 1993 (Gente Money)
Leisure segment
Space, furniture, furnishing 28.1
Bathroom quality 25.2
Soundproofing 16.8
Safety 11.5
Panoramic view 10.8
Air conditioning 7.6
Total 100
Business segment
Soundproofing
Space, furniture, furnishing
Bathroom quality
Air conditioning
Safety
Panoramic view
Total
64.3
18.8
8.7
5.2
2.1
0.9
100
Table 13
26.7
24.4
21.8
12.8
11.2
3.1
100
Table 14
At the top for leisure clients, there is the preference for a roomy and well-furnished
bedroom, closely followed by a comfortable bathroom. Interesting is the difference attributed to
soundproofing (16.8%) and air conditioning (7.6%). For business clients both these elements
have more importance - soundproofing is the top feature with 26.7% - with bedroom and
bathroom quality close in terms of percentage in second and third place.
Table 15 reports the expressed preferences relative to the facilities offered by the hotel.
Hotel preferred facilities, 1993 (Gente Money)
Leisure segment % Business segment %
Direct phone line 39.8 Direct phone line 55.2
Car park 26.1 TV in room 16.5
TV in room 14.4 Car park 14.0
Info on things to do 6.2 Fridge-bar in room 6.5
Fridge-bar in room 5.9 Meeting rooms 5.4
Safe in room 3.4 Safe in room 1.0
Info on hotel services 2.7 Info on things to do 0.9
Meeting rooms 1.5 Info on hotel services 0.5
Total 100 Total 100
Table 15
That direct phone line occupies first place in both segments is surprising, considered that
this should be a basic service in any hotel. In the second place, for leisure clients, we find car
parks (26.1%), which, especially for hotels located in historical centers, can not be taken for
granted.
This data confirms the trend that tourists are travelling by car, and shows the preference
for hotels that are reachable directly and where it is possible to leave the automobile in a safe
location. It is interesting to notice the difference in importance that this facility has for business
tourists (14.0%, -12.1 points compared to the leisure segment). The reason is the different means
of transportation used by this group who, considering previous data on accessibility, is probably
more attracted by hotels easily reachable by public transportation terminals (railway stations,
airports, subways stations, etc.).
Tables 16 and 17 contain data relative to the preferred services in and near the hotel. To
indicate the grade of substitutability between services offered inside or outside the hotel, the
interviewed people were asked to give their preference only once for each service (that is, if
preferred when offered inside the hotel or in vicinity).
Preferred services in hotel and environs, leisure clients, 1993 (Gente Money)
Hotel services % Services in environs %
Restaurant 49.8 Restaurant 22.3
Swimming pool 13.2 Public transport 15.0
Room service 9.6 Bank 12.5
Tourist information 8.6 Tourist information 11.4
Emergency medical service 4.1 Emergency medical service 7.0
Children's play area 3.6 "Other" sports facilities 6.9
Shuttle bus 2.9 Currency exchange 4.8
"Other" sports facilities 2.3 Theatre ticket sales, etc. 4.8
Currency exchange 1.5 Swimming pool 4.7
Theatre ticket sales, etc. 1.4 Children's play area 3.7
Piano bar 1.1 Discotheque 3.2
Conference/meeting rooms 0.8 Piano bar 2.4
Bank 0.7 Conference/meeting room 1.3
Discotheque 0.4
Total 100 Total 100
Table 16
Restaurants are the most important service either when offered in hotel (49.8%) or
outside (22.3%). This means that even for those who did not vote it as the preferred "in-hotel"
service it represents the most important service to have outside. A different consideration can be
done for swimming pools, greatly appreciated if present inside the hotel (13.2%, second place)
but much less so if offered by an outside operator (4.7%). The opposite can be said for banks,
important as service to find in environs (12.5%) but not so much inside the hotel (0.7%). In the
case of public transportation and shuttle bus services, finally, to notice the lack of
substitutability: very important the first as an outside service, much less the second as an in-hotel
service.
Considering the business segment, in-hotel preferences are concentrated again on
restaurant (50%) and room service (13.5%), followed by conference and meeting rooms (10.1%)
in third place. Much less important are tourist information (5.6%), swimming pool (4.7%) and
shuttle bus (4.2%).
Preferred services in hotel and environs, business clients, 1993 (Gente Money)
Hotel services % Services in environs %
Restaurant 50.0 Restaurant 28.6
Room service 13.5 Public transport 18.8
Conference/meeting rooms 10.1 Bank 18.5
Tourist information 5.6 Tourist information 8.0
Swimming pool 4.7 Emergency medical service 5.3
Shuttle bus 4.2 Currency exchange 3.8
Currency exchange 2.2 Conference/meeting room 3.8
Bank 2.2 Theatre ticket sales, etc. 3.4
Emergency medical service 2.0 Swimming pool 3.4
Theatre ticket sales, etc. 1.6 "Other" sports facilities 3.0
Piano bar 1.5 Piano bar 1.5
"Other" sports facilities 1.4 Discotheque 1.4
Discotheque 0.8 Children's play area 0.5
Children's play area 0.2
Total 100 Total 100
Table 17
Among services in the vicinity, in first place again was restaurant (28.6%), then public
transport (18.8%), bank (18.5%), tourist information (8.0%) and emergency medical services
(5.3%). It is interesting to notice that the restaurant is in first place both for leisure and business
clients, and that for the latter tourist information, swimming pool and other sports facilities are
important. This means that business clients are interested in leisure services, and in the
possibility of experiencing the cultural attractiveness of the area where they are staying for work
reasons.
2.5.4 The Quality Supply
Table 18 contains data regarding the offer of services and facilities provided by Italian
hotels.
Services and facilities offered by
Services and facilities
Air conditioning
Bar
Car park
Congress rooms
Direct phone line
Fridge-bar in room
Garage
Lack of obstacles
Lifts
Restaurant
Swimming pool
Tennis court
TV in room
Italian hotels,
1-star
0.9
61.7
37.5
1.3
7.8
0.6
9.7
6.4
8.3
65.5
2.5
0.7
2.3
1995 (Federalberghi)
2-star 3-star
4.2 23.2
81.7 89.7
51.6 58.0
5.0 19.2
36.5 88.2
2.5 16.0
18.6 27.3
13.8 28.7
29.7 64.2
73.3 78.8
9.0 24.0
3.0 10.1
10.4 38.8
As we can see, not all of the services which are considered important by the clientele
have been the object of the census. Comparing the two data sets (demand and supply), an
inconsistent scenario emerges, with supply not always matching demand's request for services.
We see that less the a half of Italian hotels offers rooms with direct telephone line and car parks,
the two preferred clients' facilities. On the other hand 72.7% of them has a restaurant, the
"number one" hotel service according to the surveys. Naturally supply of services varies very
much between hotel categories (a detailed cross-referenced analysis would probably be
meaningless).
4-star
64.5
95.2
61.2
51.3
96.1
54.0
42.0
47.6
85.2
83.1
46.6
21.9
78.2
5-star
84.1
100.0
61.4
80.7
98.9
84.1
44.3
47.7
87.5
95.5
69.3
37.5
92.0
Total
11.6
77.9
49.1
10.4
43.9
8.6
19.3
17.3
34.9
72.7
13.1
5.3
19.3
Table 18
What is probably more interesting to know is the satisfaction level clients feel about
specific services and facilities. That is, perception by customer of the quality of services actually
provided.
Table 19, 20 and 21 report this information. They are based on a survey conducted in
19967, and referred to characteristics and services of 2-, 3- and 4-star hotels. The interviewees
were asked to grade their satisfaction about hotels visited during the previous year. The
percentages, thus, indicate the share of positive answers (that is, people who considered
"satisfactory" or "very satisfactory" each item).
Quality of general characteristics of Italian hotels, clients' grade of satisfaction, 1996
(our elaboration on CIRM data)
(%)
General characteristics 2-star 3-star 4-star
Courtesy 96 95 95
Tranquillity 91 92 95
Tourist information 67 63 64
Prices 75 69 61
Elegance 54 66 87
Table 19
According to table 19, ignoring the "elegance" item, 2-star hotels seem to perform better
than 3-star hotels, while 4-star hotels are too expensive for nearly 40% of the clients. Common
to all the three categories is a certain scarcity of tourist information, a service considered
important especially by leisure tourists.
7 CIRM, "La qualita' degli alberghi italiani", The sample consisted on 840 interviews.
Quality of common spaces in Italian hotels, client grade of satisfaction, 1996
(our elaboration on CIRM data)
(%)
Common spaces 2-star 3-star 4-star
Bar 92 93 96
Car park 46 46 68
Garden/park 51 53 68
Lack of obstacles 31 31 48
Large, comfortable public areas 79 84 89
Location/accessibility 85 80 84
Non-smoking areas 23 25 41
Restaurant 86 86 92
Table 20
Regarding common spaces quality, 4-star hotels clearly performed better than the others
did. In general non-satisfactory items were non-smoking areas, the lack of obstacles and garden
and car park facilities. This last one represents probably the major problem, since its low quality
grade corresponds to the high preference accorded to it by either leisure or business tourists.
Moreover, the "structural" (mainly enlargement) problems that its improvement involves do not
indicate an easy solution.
Quality of room in Italian hotels, client grade of satisfaction, 1996
(our elaboration on CIRM data)
(%)
Room features 2-star 3-star 4-star
Air conditioning 26 40 75
Bathroom quality 95 96 76
Comfortable bed 91 91 96
Elegant furniture 35 54 75
Functional furniture 87 91 94
Fridge-bar in room 21 46 73
Safe in room 15 19 36
Airy space 54 66 79
Between the features contained in table 21, those
are bathroom quality, airy space and quality of furniture.
in slightly dissatisfactory ratings (if we combine the
Table 21
consider
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ed more important by tourists
ng the first item, they resulted
racters relative to furniture),
especially for 2-star hotels. Regarding the other items, some of them performed not too well -
air-conditioning, hairdryer, fridge-bar and safe in room -, surprisingly those that seem the easiest
(and cheapest) to be constantly improved and updated.
2.5.5 Hotel Operators' Quality Perception
An always more varied and articulated demand is forcing the supply into an evolutionary
process. Using recent data8 , we can analyze the perception that hotel operators have of the
characters that, in their opinion, are relevant as "quality-makers".
They have distinguished three areas within supply - product, distribution, internal
processes and procedures - and have related their analysis to the sector as a whole and to sub-
segments of demand.
Product. The most important characteristics for operators, those which "make" quality,
are location (14.5%), quality/price ratio (12.6%), maintenance of service quality standards
(12%), and price policy (discounts, packages fares, etc.; 7.3%).
Location, an element of structural rigidity in supply, not modifiable in the short-medium
run, confirms its great importance. Accessibility has, in operators' opinion, a much lower
weight.
Quality/price and price policy are very important, especially if taken together and
compared with "price level", which, alone, received much less preferences. Not low prices, thus,
but differentiated prices, adequate to conditions of supply that can change, make the difference.
8 Data are contained in "Sesto Rapporto sul Turismo Italiano", Ibid.
Distribution. Of the first five characters that individuate quality in the distribution
process, and that account for more than 50% of the indications, four are related to structural
elements: room layout and furniture quality (14.8%), air conditioning (11.7%), safety (8.3%)
and soundproofing (8.2%). In third position there is a management character, front desk wait
time management (8.5%). Following are a myriad of different characters, all related to the
interaction client-personnel.
Internal processes and procedures. Great relevance has interchangeability of roles
between personnel, with 12.0%. A group of characters, with a total weight of 36%, follows: time
and methods procedures, complaint solution, flexibility of procedures and collection of clients'
suggestions and impressions. We can say, therefore, that three are the main trends of investment
in this area: empowerment of personnel, organization of product distribution and interaction with
the clientele.
Table 19 presents a cross-referenced analysis of these characters with five demand
segments: individual business clients, individual leisure clients, tour operators, corporate clients
and congressional clients. Each element presents a different weight for each different type of
client, nevertheless the three product characters - location, quality/price ratio and maintenance
of services quality standards - confirm their general importance.
Product and distribution quality characters, demand macrosegments (Sesto Rapporto sul Turismo Italiano)
Segment Product Distribution
Individual business clients Quality/price ratio; location; Room layout and furniture
Individual leisure clients
Tour operators
Corporate clients
Congresses
maintenance of service quality
standards; price policy; hotel
image
Location; quality/price ratio;
maintenance of service quality
standards; number and variety of
services; familiar environment;
brochures and offer quality
Location; maintenance of service
quality standards; quality/price
ratio; price policy; vouchers
acceptance
Maintenance of service quality
standards; quality/price ratio;
location; price policy; reservation
process (easiness); services
supply rapidity
Location; quality/price ratio;
maintenance of service quality
standards; price policy;
accessibility; flexibility in
supplying non-foreseen services
quality; soundproofing; front
desk wait time management; air
conditioning; safety
Room layout and furniture
quality; air conditioning; client-
personnel interaction; common
rooms layout and furnishing;
foreign languages knowledge
Room layout and furniture
quality; foreign languages
knowledge; air conditioning;
group services management (also
restaurant)
Room layout and furniture
quality; air conditioning; front
desk wait time management;
soundproofing; safety
Congress rooms layout and
furniture quality; safety;
personnel problem solving skills;
air conditioning; soundproofing
Table 19
Considering the quality characters of the product, two dimensions seem emerging.
Within these two dimensions we can position the different client typologies, according to their
characteristics and preferences. We can recognize standards and organization quality -
maintenance of service quality standards; services supply rapidity; client assistance - and product
appeal - number and variety of services; information on hotel services and extra-hotel events;
brochures and offer quality - as the two extremes of the first dimension, while contracts and
agreements quality - voucher acceptance; respect of contracts and agreements and timely
communication of any change - and image/status of the product - hotel and personnel image -
are those for the second dimension.
With respect to the first dimension, products for tour operators, business clients and
congresses can probably be positioned in the middle, while those for leisure clients are closer to
the appeal extreme. The reason being that this clientele typology is more influenced by
characteristics which make the product "rich" and "charming". Corporate clients, on the other
hand, are more interested in product's functionality and reliability, and therefore are positioned
closer to the standards and organization quality extreme.
With respect to the second dimension, leisure clients' product has a median position,
while tour operators and congresses have a preference for contracts and agreements quality, and
business clients are more oriented to image and status characteristics.
Regarding the analysis of distribution quality, again two dimensions emerge: the first has
room quality - space layout and furniture quality - and conference rooms quality - space layout
and furniture/furnishing quality - as extremes, while group services - specific services for groups
- and client assistance - "personalized" interaction between personnel and client; foreign
languages knowledge; front desk wait time management - are the extremes for the second one.
The products for business and leisure individual clients and for corporate clients stand in
a median position in both these dimensions, with an importance of client assistance
characteristics for corporate clients. Both tour operators and congressional operators are
sensitive to the number and quality of group services, while they differ for the preference given
to room quality or to conference rooms quality.
Finally, we can mention the most common actions that operators are utilizing (or project
to utilize) to implement quality policies in their hotels. In order of importance, as mentioned by
the interviewed people, we find:
* Personnel training and qualification
* Information to the client
" Introduction of information technologies
e Materials control
e Personnel control
" Incentives programs for personnel
" Product quality standardization
* Process quality standardization
" Use of manuals
" Redesign of client's role.
These actions are more often related to the improvement of different characteristics, the
most mentioned of which is maintenance of service quality standards, followed by hotel image,
reduction of errors and respect ofprocedures.
The grade Italian hotel operators will achieve in this re-qualification process depends on
if, when and how they will achieve these goals, and on how they will be able to relate their
actions to the general trends that will characterize the competition in the next years.
3. THE ITALIAN HOTEL INDUSTRY:
STRUCTURE AND ORGANIZATION
As we have seen in the last chapter, the Italian hotel industry is undergoing a process of
transformation. This process has been characterized by the increase in size of the single hotels
(proved by a constantly growing rooms/hotel ratio), and the improvement of the qualitative level
of the offer.
In Italy this trend has started later than other European countries. The reason for that is
the greater fragmentation of the supply that, with the traditionally small hotel size and a shortage
of internal financial resources, has resulted in a scarce inclination to invest.
Years ago France faced a similar situation. For decades it had a structure of the supply
very similar to the Italian one. The hotel sector was pulverized, aged, and to a large extent run
by small operators. They were unable to modernize the industry structure, and generally lacked
strong, professional managerial background at the individual level as well as the capability to
coordinate any common operation and strategy as a whole.
In the French case, the stimulus that began the re-qualification process came from the
central government.
A national policy was embraced, indicating the goals for the renovation process; a
consistent and national development plan was set up. In few years France could boast of a
modernized, efficient hotel sector, from either an economic or marketing point of view.
This result was achieved through the integration of specific public investments with the
clear common strategy followed by private operators, aiming to improve the supply in all its
aspects.
One of the most spectacular, and decisive, results of this process was the general
grouping of small, isolated operators into a constellation of aggregations. In the 1960's, there
were no major corporate chains in France. Nowadays, 64% of the total rooms is managed
through aggregations: 40% by integrated chains operating in franchising or management contract
(about 20% by corporate chains) and 24% with other, various associative formulas'.
According to many commentators and operators 2, this is a path recently undertaken in
Italy, and it should (hopefully) bring similar results. In the Italian case, however, the process has
been undertaken spontaneously by hotel operators, in response to the globalization of the
competition, without any intervention at the governmental level.
3.1 The Historical Evolution
Having been a tourist country since the eighteenth century, Italy has developed a hotel
sector characterized by a highly fragmented configuration. This is especially true in the
traditional tourist destination areas: Venice, Florence, Rome, Naples, and in general the historic
cities; the Alpine areas (especially South Tyrol); the Northeast seaside; the Liguria coast
(Riviera), the Tuscany coast (Versilia) and Costiera Amalfitana (the coast South of Naples).
Areas that developed their hotel sector later, such as Milan and Turin and Southern Italy,
now present a different hotel structure.
For decades, ending in the 1990's, this situation was stable. The reason is that until the
1970's Italy was the most sought out of the tourist attractions in Europe, having nearly the
1 Foreign chains represent only 2% of the hotels and 6% of the rooms.
2 One for all: Peroni, Giovanni, Solo uniti si vince, Turismo d'Italia, n. 5, June 1995.
monopoly for big business sectors. Northeast beaches were the natural, and almost the only
possible, destination for millions of Northern and Central Europeans (especially Germans).
Italian art cities did not know competition in their sector. Riviera and Versilia were one with
French Riviera for elitist tourism, and Cortina was the "star" of the Alps.
Many hotels originated from this demand pressure, without depending on any central,
planned strategy. In most cases they were family businesses, representing the only source of
income for the entire family unit. With occupancy rates and turnovers fully satisfying, they did
not feel the necessity (and probably, at that time, objectively there was not one) to consider the
implementation of "strategies", "marketing" and "communication" policies, and the other
elements of a modern industry that could lead them to re-think the organization of their business.
They did not perceive any reason to expand their activity, if not related to immediate return.
Moreover, we must say that very often the operators were completely lacking of any kind of
hotel-related education, and this represented a further obstacle in the structural, and professional,
growth of the sector.
In light of this, the exiguous number of chains existing on the Italian territory is not
surprising.
In the first decades after the Second World War only three chains were developed at the
national level. Compagnia Italiana Grandi Alberghi (CIGA), the earliest example of Italian
chain, focused on the luxury and first class sector. Jolly Hotels, a company started in 1949 and
quickly developed, that gradually focused on the business tourism sector. And MotelAgip,
developed by the national oil company (Eni-Agip) and characterized by the location of its hotels
at the junctions of the main traffic ways.
Only later did other companies joined these three, and usually after having existed as
local or regional chains for a certain period (we can mention Starhotels, Atahotels and Cogeta
Palace Hotels). Local chains themselves, however, even if concentrated in major tourist
locations, never represented an important phenomenon in terms of size.
The international operators, generally speaking, were nearly absent. With very few
exceptions (Hilton) they started to cover a certain importance only much later, even if more in
terms of prestige than of market share.
All in all, we can say that the impact and market share of all the corporate operators were
roughly negligible.
The situation did not change much until the 1980's, when many of the traditional
international competitors started to re-organize their supply, adopting long-run strategies that
gave results in the second half of the 1980's, and when other players appeared in the tourism
market.
It was the beginning of the globalization process that the tourism, and hotel, industry are
still experiencing.
Italy has shown, however, a certain "resistance" in answering this change, at least in
terms of general structure.
3 See Chapter 1 for international competition.
3.2 The Current Status
Still in 1996, more than 90% of Italian hotels were run by single unit operators. They
were generally family businesses in seaside or mountain resorts. Geographically they were
dominant everywhere, but were more concentrated in the Northeast.
Corporate chains, the traditional multiunit operators, in the same year represented only
1.6% of the hotel supply and 6% of the rooms (data referred to the 3-, 4- and 5-star hotels,
categories in which the corporate offer is concentrated).
Besides these traditional operators, new forms of aggregation have appeared in the last
years. Essentially, we allude to the same forms of collaboration that have played a big role in the
re-qualification of the supply in France (and that have represented an important phenomenon in
many other countries like Switzerland, Austria and England), commonly referred to as voluntary
chains.
In the next paragraphs we will analyze this phenomenon, its causes and different forms.
Although in expansion and generally thought to as the next frontier for the Italian hotel
organization, voluntary chains in 1996 represented only about 3% of the total hotel offer.
3.3 Voluntary Chains: their Role in a Market in Evolution
The latent protectionism that has characterized the Italian hotel sector, until the end of the
1980's, together with the nature of the product, has slowed down and diversified the process of
capital concentration that other countries have already known.
In particular, the process of concentration and development of hotel "groups", Italian and
international, has not found ready-made models of rapid development that could fit the Italian
market.
The Italian hotel sector was traditionally identified by a high integration of small hotels to
the local environment. That has meant as many different, specific types of supply (in terms of
product, promotion, sale, etc.) as hotels.
Consequently, policies as franchising, that require a certain managerial rigidity, and
inflexibility in the management and leasing contracts, did not easily succeed.
The myriad of independent hotel operators, therefore, based their strategy uniquely on the
defense of their market niche.
The crisis of the early 1990's, however, highlighted the fragility of that system, as it was
exposed to an increasingly aggressive competition, as well as to specific emergencies (such as
the Gulf war) and a downwards cycle.
Competition has moved from regional scale to international scale in recent years. Tourist
flows have become more "volatile", and do not show any degree of fidelity to any place, as it had
been for decades.
Operators realized that they were "unsheltered" from of these general change, and unable,
individually, to operate at the "macro" level to prevent, at least in part, the negative
consequences.
At the individual level they understood that, alone, they could not compete easily in a
more global market, where the new challenge was not retaining their share of the local market,
but "staying alive".
At that moment they looked at what had been done in France.
At that time the French sector was reaping the benefits of the re-structuring process
started more than a decade before, and Italian operators could see that it was possible to reach
some advantages typical of big organizations (like corporate chains) without giving up their own
independence and hospitality culture. That was the great benefit offered by the voluntary chains,
different forms of aggregation between independent operators aiming to implement common
management, marketing and promotion strategies and policies retaining completely the
ownership and management of their hotels.
The Italian operators saw that the major goals that they were aiming for - increased (or
retained) occupancy rate and turnover; percentage decrease in general expenses; access to
different, global channels for promotion and sale; access to a developed managerial culture -
otherwise obtainable only through costly and/or time-consuming processes, could be achieved
while remaining independent.
At the same time, and reacting to globalization, foreign operators entered the Italian
market bringing in an innovative managerial culture.
After a few years, we can say that the re-structuring process is proceeding slowly but
consistently.
3.3.1 Voluntary Chains: Strategies ofAggregation
The common goal for any aggregation process between different operators is the
improvement of competitiveness capacity and economic performance of all the participants.
The improvement of the performance, in particular, is defined by different factors, such
as a diffused brand image, an effective commercial network and the efficient use of the
contractual power that a chain can exercise with suppliers and sub-contractors.
Generally speaking, we recognize two principal strategies that an independent hotel
operator can pursue when choosing to join a voluntary association: brand policy and commercial
policy.
Brand Policy
This is a choice that permits the identification of the hotel with the name of a voluntary
chain and to receive an economic return in the short but especially in the medium-long run,
based on the image that the brand name transmits to the client.
The decision of aggregation derives from a market positioning choice, where the brand
name and the brand awareness undertake a priority importance.
The grade of brand awareness that a voluntary chain can diffuse is directly proportional
to the investments on marketing, promotion and quality control.
In this form of voluntary aggregation the positioning in the market and the diffusion of
brand awareness justify higher affiliation and annual fees, with respect to other forms that do not
invest as much on image and quality control of structure and service.
Sometimes voluntary chains as described above are defined as forms of soft franchising,
for some similarities with that form of more traditional (and rigid) aggregation.
Commercial Policv
The aggregation strategy is driven by the desire for immediate economic return,
decreasing in the medium and long run. The aggregation choice is defined by the necessity of
increasing sales, especially during low season. Brand policy plays here a secondary role.
Often this strategy is interpreted as multiple aggregation, where the operator affiliates
his/her hotel to more than one voluntary chain. This choice evidently highlights the operator's
goal to be commercialized in heterogeneous - and complementary - markets and clientele
segments, even if to the detriment of the "identity" of the hotel.
Sometimes the brand recognition does not represent a value at all.
The only goal is maximizing sales through as many reservation channels as possible.
In terms of ROI (Return On Investment), a commercial policy seems to be more
profitable. In this case the ROI (calculated over a period of one year) is equal to 3 times, while
for brand policy the return is 1.5-2 times the investment4 . Brand policy, however, presents
advantages in terms of marketing and quality control that are perceivable especially in the long
run, and are translated into higher sales thanks to the fidelity of the clientele to the brand.
3.3.2 Voluntary Chains: Demand and Supply
In 1996 the share of the hotels affiliated to voluntary chains was negligible. However,
the phenomenon, even if there is not available quantity data, is in expansion. Almost every year,
in fact, new chains appear on the market.
4 Source: Rosati, Francesco, Le aggregazioni volontarie, Sesto Rapporto sul Turismo Italiano, ibid. For the analysis
have been used data relative to Best Western, European Hotels Club and Notturno Italiano.
At the beginning of 1997 it was possible to count more than thirty chains operating in
Italy.
Collaboration clearly constitutes for single unit operators (and even for small chains) a
way to answer strategically to global competition by reducing two of their traditional
weaknesses. We refer to the small dimension, which does not allow contractual power with
corporate clients and suppliers (economies of scale) and to the exclusion from any positive effect
deriving from being integrated in a network of hotel service distribution (economies of scope).
The affiliation to a voluntary chain, then, should allow them to pursue these economies of
scale and scope. The means for doing it are essentially:
" access to a GDS (Global Distribution System) reservation channel or, in alternative, to a
computerized reservation center (but this last is possible even for single unit operators);
the access to the much more powerful GSD 's (networks used by airlines and global tour
operators) is precluded to individuals;
* inclusion in chain brochures and catalogues, delivered to thousands of travel agencies
through channels otherwise inaccessible;
e advantageous agreements and contracts with tour operators and corporate clients;
* contractual negotiation power with suppliers;
* large scale promotion activities;
* large scale advertising;
" management consulting.
According to a voluntary chain representative5 the first two services are the most sought out
and those which convince the hotel owner to join a chain. The others are still considered
"sophisticated" by the majority of Italian hotel operators.
5 Nicoletta Izzi, Sales Manager, Minotel Italia.
Clearly every single unit operator has different strategies. Therefore different are the
results they aim to achieve through the affiliation to a voluntary chain ("demand"), and
diversified is also the range of services that the various chains can offer ("supply").
Voluntary chains can differ very much in terms of dimension (affiliated units) and
structure of the offer. Regarding the dimension, it is a common mistake to think that
international organizations present in Italy must have the biggest numbers. Actually, "size" is
given by the affiliation policy pursued by the chain and not by the grade of internationalization.
The more the diffusion of the brand name represents the main goal for the chain, the
higher the number of affiliated hotels, even if operating in different market segments with
different qualitative levels.
Consequently these chains are not characterized by homogeneity of supply, and their
members are probably moved more by a commercial policy than by a brand policy.
At the opposite end is the case of chains (national or international) that aim to develop a
precise quality supply, addressed to specific clientele sectors.
In this case the affiliation criteria are more defined, the selection of the applicants is
stricter and the quality follow up controls are regular and rigid.
This higher selectivity usually implies higher brand recognition, and major duties for the
members, clearly motivated by a brand policy. It is not uncommon, thus, to find voluntary
chains strongly sector-focused, wit a very high grade of internationalization but not very "big" in
terms of number of member hotels.
A good mixture of commercial and brand awareness strategies, targeted to precise market
segments, seem therefore the basic elements on which a voluntary chain can build its success.
At the moment of affiliation, however, the potential member faces other two issues: fees
and eventual additional management expenses that the affiliation requires, and the territorial
distribution of the chain, its prestige and integration with the local market where the new
member operates.
The dimension of the chain, thus, does not play necessarily an important role.
Strategic coordination, homogeneity of members, well focused objectives: these are the
most important elements that can add value to the individual operator, and, finally, decide the
success of the aggregation.
A highly selective chain which may be smaller in size, can well be considered more
successful than a big, but strategically unfocused, chain, if its actions are more effective in
allowing the members to achieve their goals.
See Appendix 1 for a list of the major voluntary chains operating in Italy.
3.4 Corporate Chains
Generally speaking Italy has a much lower presence of national and foreign chains
compared to almost all the other European countries.
As we can see in table 1, countries with a long tradition in tourism business, as UK, or
that developed just recently their hotel industry, like Spain and Portugal, show percentages of
corporate presence that are more than ten times the Italian figures.
There is probably a key to read these numbers. In fact, given different hospitality
traditions and specific trends of hotel development typical for any country, there is just one
common character to all these different industries: their recent organization.
Presence of corporate chains, Europe, 1996 (our elaboration)
Country Corporate hotels Corporate rooms
(%) (%)
Belgium 13.0 58.9
Denmark 30.8 n.a.
Finland 12.6 38.4
France 19.9 34.7
Germany 6.7 29.8
Greece 2.1 7.5
Italy * 1.6 6.0
Netherlands 8.0 n.a.
Portugal 14.9 n.a.
Spain 12.1 n.a.
Sweden 24.3 n.a.
UK 25.2 n.a.
* Figures relative to 3-, 4- and 5-star hotels (1994)
Table ]
In table 1 we can see the recent development of the tourism industry in Spain, Portugal
and Scandinavian countries, as well as France and the UK have fairly recently undergone a great
re-organization process (just concluded in the case of England).
As a matter of fact Germany, whose hotel industry is someway similar to the Italian one
and is only in the middle of its restructuring phase, shows a significantly lower percentage of
corporate hotels (even if probably concentrated in the main tourist attraction poles, given the
higher share of corporate rooms, indicative of big dimension).
It is just an hypothesis, even if supported by many, that this means that even in Italy
corporate chains are destined to increase their presence as a result of the re-qualification process
already started. The continuous increase in hotel size and the success of voluntary chains would
be just "signals" of this trend.
At the moment, anyway, there is not enough evidence for such a statement. The same
chains, generally speaking, are not showing a determinate willingness to increase their
dimension.
Table 2 shows the national geographical distribution of the 3- to 5-star hotels and the
incidence of the corporate share.
3-, 4-, 5-star hotels geographical distribution and corporate hotels share, 1994, (Mercury)
Corporate 3, 4, 5 star Corporate
chains hotels share (%)
Hotels Rooms Rooms/hotel Hotels Rooms Rooms/hotel Hotels Rooms
Northwest 68 11,012 170 2,615 105,590 40 2.6 10.4
Northeast 46 6,318 137 5,122 193,787 38 0.9 3.3
Center 60 9,027 150 2,757 121,869 48 2.2 7.4
South 39 7,452 191 2,450 141,209 58 1.6 5.3
Italy 213 33,809 159 12,944 562,495 43 1.6 6.0
Table 2
We observe that corporate hotels are not distributed proportionally with evenly classified
hotels. The Northwest shows a higher presence of corporate hotels, compared to other macro-
areas, although this is not an area that excels, in general terms, for its hotel offer.
This characteristic must be linked to the preponderance of business tourism in this area,
which includes the three main Italian business cities - Milan, Turin and Genoa -, and that has
consequently influenced the development of the hotel industry in a certain way. It is interesting
to notice, therefore, that the corporate chains respond better to this segment of demand, so much
so that they significantly characterize the supply in business areas.
To confirm this trend, we can look at table 3, and see that Milan boasts 21.44% (1994
data) of the total, national corporate rooms with only 7.96% of total 3-, 4-, 5-star rooms.
"Giant" tourist destinations, as Venice and Florence, respectively have 5.36% and 6.26%
of corporate rooms in the same segment, while Rome has 17.61% of the corporate rooms and
10.5 1% of the total middle-upper class rooms.
Within this perspective, the weakness of corporate presence is noticeable in the
Northeast, the strongest and fastest growing economical macro-area in the last decade.
It is true that this area is characterized by the absence of big urban agglomerates, and by a
strong diffusion on the territory of productive activities. However, if it is true that the corporate
structures better correspond to business tourism demand, it must also be true that corporate
chains have not been prompt to fulfill this growing demand in the most promising area of the
country.
The difference between the weight of number of rooms and the weight of number of
hotels that can be noticed in all the four macro-areas is given by the average dimension of hotels,
clearly higher for corporate hotels (3.7 times bigger on average than same-classified non-
corporate hotel). This is consistent with the international trend, that shows a systematic, greater
dimension of corporate hotels compared to "independent" hotels.
Other interesting conclusions that can be drawn by table 3, which contains data about all
Italian provinces that have corporate hotels on their territory.
First of all, corporate chains are present in less than half of Italian provinces.
Remarkably, some of the "absents" are important tourist destinations, as Bolzano, Trento
and Belluno (Alpine and Dolomites area) and Rimini, for example.
In absolute terms, we can say that corporate presence is relatively stronger in business
and industrial areas - Milan, Turin, Genoa -, in some of the main tourist cities - Rome and
Florence -, and in cities with important traffic junctions at the national level - Bologna (the hub
of the Italian motorways system), Cagliari and Messina (two passengers important ports) -.
This distribution does not always corresponds to the general distribution of the 3-, 4- and
5-star rooms. Venice and Naples, for example, present in the middle-upper segment have higher
percentage values for the total number of rooms than for corporate rooms. Even looking at the
local level (last column, table 3) the under-sized presence of corporate operators appears evident:
only 7.62% of the hotels in Venice and 8.03% in Naples are corporate. This means that
corporate chains do not have a significant presence in two of the most important tourist markets
of the country.
Corporate rooms, geographical distribution per provinces, 1994 (Our elaboration on Mercury data)
Province Corporate % on total Total 3, 4, 5 star % on total Corporate
Rooms rooms Rooms (%)
Northwest
Milan
Turin
Genoa
Cremona
La Spezia
Como
Aosta
Bergamo
Brescia
Northeast
Trieste
Bologna
Vicenza
Modena
Venice
Verona
Parma
Ferrara
Padua
Treviso
Ravenna
Center
Florence
Rome
Grosseto
Frosinone
Pisa
Siena
Lucca
Ancona
Livorno
Perugia
South
Cagliari
Messina
Catania
Siracusa
Napoli
Caserta
Agrigento
Bari
Avellino
Palermo
Sassari
Salerno
Cosenza
Total
7,249
1,786
1,078
100
161
178
250
90
120
401
2,153
259
281
1,811
537
294
85
391
31
75
2,118
5,953
266
153
62
196
116
89
50
24
1,902
1,461
552
187
1,601
215
146
342
72
395
409
105
65
33,809
21.44
5.28
3.19
0.30
0.48
0.53
0.74
0.27
0.35
1.19
6.37
0.77
0.83
5.36
1.59
0.87
0.25
1.16
0.09
0.22
6.26
17.61
0.79
0.45
0.18
0.58
0.34
0.26
0.15
0.07
5.63
4.32
1.63
0.55
4.74
0.64
0.43
1.01
0.21
1.17
1,21
0.31
0.19
100
25,668
7,470
5,925
668
2,086
4,129
6,361
3,219
10,982
1,067
7,681
2,851
3,385
23,780
8,506
4,659
1,545
13,532
2,148
12,867
10,708
33,888
4,530
5,768
2,528
8,086
6,669
5,311
7,560
5,865
6,391
7,366
3,207
1,786
19,947
2,881
2,204
5,646
1,191
7,583
10,842
7,729
6,325
322,540
7.96
2.32
1.84
0.21
0.65
1.28
1.97
1.00
3.40
0.33
2.38
0.88
1.05
7.37
2.64
1.44
0.88
4.20
0.67
3.99
3.32
10.51
1.40
1.79
0.78
2.51
2.07
1.65
2.34
1.82
1.98
2.28
0.99
0.55
6.18
0.89
0.68
1.75
0.37
2.35
3.36
2.40
1.96
28.24
23.90
18.19
14.97
7.72
4.31
3.93
2.80
1.09
37.58
28.03
9.08
8.30
7.62
6.31
6.31
5.50
2.89
1.44
0.58
19.78
17.57
5.87
2.65
2.45
2.42
1.74
1.68
0.66
0.41
29.76
19.83
17.21
10.47
8.03
7.46
6.62
6.06
6.05
5.21
3.77
1.36
1.03
100
Table 3
In absolute terms, however, the first position for percentage of corporate rooms of the
provincial total is occupied by Trieste (37.58%), the traditional business and trade center for
economic operators coming from Eastern Europe. This confirms once more that it is this kind of
clientele that drives the demand for corporate hotels in Italy (see Exhibit ] for a map of Italy).
3.4.1 Corporate Chains and Aggregation through Control
There are four main forms that a corporate chain can have, in terms of proprietary
organization. They are: simple multiunit property chain, multi-chain group, franchising chain
and management contract chain. Hybrids, however, between them are common, and chains that
operate with a status in a country can adopt a different configuration in another if this choice
better responds to that market.
Despite the continuous evolution that characterizes the sector, anyway, the four basic
schemes of corporate aggregation still play the main role in the hotel industry. This is true in
Italy.
Propertv Chain. This is the typical multiunit supply. It can be at local, national or
international scale, controlling between two to hundreds of hotels. The distinctive
characteristic is that the same subject owns (or leases) and manages the hotel. Often
small chains are not produced by a strategic development plan, but rather by contingent
opportunities of investment. In these cases it is possible that the chain does not develop a
chain product, in terms of homogeneity of the offer, common brand policy and strategies.
The management barely exploits the synergies in the contracting sector, managing each
hotel as an independent entity. On the other hand, sometimes, local entrepreneurs do not
develop a chain product because they operate as they just had one big hotel, considering
the different structures only in terms of rooms. In this case they tend to commercialize a
hotel product rather than a chain product.
There are many examples of property chains. At the national level we can mention Jolly
Hotels, the biggest Italian hotel chain with thirty-seven 4-star hotels (thirty-two in Italy),
as example of developed, multi-local chain.
Multi-chain Group. Supply in this case is constituted by more than one hotel chain
belonging to the same group. It can be homogeneous or diversified in its industrial
activities and interests. The main element, in this case, is represented by the possibility,
given essentially by the dimension, to develop horizontal strategies, in order to satisfy
different market sectors. This kind of groups operates essentially at the international
level. They can adopt basically two different strategies: a national brand strategy,
aiming to individualize the product targeting its offer to every, specific national market,
or a worldwide geographical coverage strategy, aiming to develop the same brand and
the same product everywhere.
Examples of multi-chain groups operating in Italy are ITT Sheraton, present with two
brands, Sheraton (7 hotels) and The Luxury Collection (ex CIGA, 21 hotels); Accor,
present with four different brands, Sofitel (four hotels), Novotel (five hotels), Mercure
(three hotels), and Ibis (five hotels); Forte, with Forte Agip (eighteen hotels), Forte Crest
(one hotel) and Exclusive Hotels of the World (three hotels).
Franchising Chain. The franchising contract implies that a company (franchisor) allows
a counterpart (franchisee) to use its brand, and provides managerial assistance in order to
take its qualitative standards under control. The franchisee pays affiliation and annual
fees for the right to use the brand name and to benefit from this assistance. The
franchisor is usually a hotel company with respected and well-known brand name and
know-how (Holiday Inn Worldwide, Ramada, Sheraton), often operating also as a
property chain. Franchising is one of the most common forms of expansion used by
property chains; the major advantages are the rapidity of diffusion of the brand, the lower
employment of human and financial resources and, most importantly, the possibility
through affiliation to overcome barriers to entry in strategically important locations. The
advantage for franchisees, especially for small operators, is the access to management
developed techniques. Within the hotel industry, franchising is probably the formula that
has had more success at the international level.
In Italy several are the companies operating in franchising, sometimes not exclusively
(Sheraton). Holiday Inn operates only through franchising contracts, with six hotels
under the "Holiday Inn Hotels" brand, one "Garden Court" and one "Crown Plaza".
Ramada does the same, and is present with three 4-star hotels (Ramada International
Hotels and Resorts). Other operators, as Best Western and Ecohotels. These operate
through contracts of "soft franchising", and are more flexible and differentiated than
traditional franchising, and less demanding in terms of standards and corporate service
and identification. In some cases franchisees can even choose between different types of
contract, thereby deciding the "grade of affiliation" and the level of service and assistance
that they want to receive from franchisor.
Management Contract Chain. This is a chain based on a management contract between a
hotel operator, the contractor, either small single-unit or international chains, well known
for its know-how and, but not always, brand name, and a hotel structure proprietor, the
client, that can be an institutional investor as a real estate company, an insurance
company or a bank as well as an individual. The basic advantage for the contractor is the
possibility, through this formula, of expanding its activity avoiding big fixed investments,
or high rental fees and personnel training typical of franchising. The client, on the other
hand, receives a fixed income (usually management contracts have a long length). In
some cases, the client is interested in this form of contract in order to acquire the know-
how from the contractor and retain the management of the hotel at the expiration of the
contract (typical examples are tourism related companies - airlines, cruise companies,
tour operators, etc. - that want to enter the hotel industry).
In Italy an example of chain build on management contracting is Airon, which manages
six hotels (4- and 3-star) all with this formula.
As we have said, one corporate scheme does not exclude another. For example, Sheraton
is a multi-chain group that operates as a propriety chain as well as a franchising chain, following
a planned strategy of expansion. Yet, even without a strategy, one form can be chosen just
because it is the only one feasible (or affordable) for expanding the activity in a certain market.
And not always this choice is the product of a long-run strategy.
Appendix 1
Following is the list of the most important voluntary chains (national and international)
operating in Italy (updated at March 1997, source: Federalberghi).
Best Western *
City Hotels
3,500, 99 in
Italy
40 in Italy
3-, 4-star Business, tourist and congressional
hotels
3-, 4-star Business hotels located in city centers
Coophotels
Gli Alberghi dell'Arte
45 in Italy 2-, 3-, 4-star Tourist and business hotels all located in
Latium
12 in Italy
2-, 3-, 4-star
Prima Hotels 200, 30 in Italy 4-, 5-star
Tourist and business hotels of medium
size
High quality hotels of small size
Relais du Silence 330, 7 in Italy 2-, 3-, 4-, 5-star Tourist and business hotels located in
quiet position
Tourist and business hotels
Sunrise Hotels 85 in Italy 3-, 4-, 5-star Tourist quality hotels
Only "top of the line" hotels
March 1997 (source: Federalberghi)
3-, 4-star
5-star
To this list we must add other companies for which updated information is not available.
We then must rely on a previous survey conducted in 1994 (source: Rispoli, Maurizio,
Tamma, Michele, Risposte Strategiche alla Complessita': le Forme di Offerta dei Prodotti
Alberghieri, G. Giappichelli Editore, Torino, 1995).
Coralb Hotels 11 in Italy 3-star
Humana Hotels 43 in Italy 2-, 3-star
Valdhotel-Eurotravel 85 in Italy 1-,2-,3-star
1994 (source: Rispoli, Tamma, ibid.)
Finally, we provide 1995 data referred only to the most important international chains
present in Italy (source: Mercury).
Eleven of the first fifteen international voluntary chains were present on the Italian
territory. It is interesting to observe the development of some of these, cross-referencing the
figures updated at 1997 as illustrated by the first table.
55*93,000 165
Grande Collection of USA
Hotels
375 80,000
Logis de France France 4,050 71,960 18 112**
Eurostars-Hotusa
Prima Hotels USA 240 29,000 121 39 16
1995 (source: Mercury)
* In Italy Space Supranational Hotels.
** In Italy Logis d'ltalia.
In March 1997 Best Western had 99 hotels, Space Supranational 72, The Leading Hotels of the
World 26, SRS 26, Logis d'Italia 90, Minotel 41 and Prima Hotels 30.
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ITALY
Area: 294,060 sq km
Languages: Italian, French, German
Population: 57.3 million (1995 estimate)
Main towns and population: Rome 2,693,000
Milan 1,371,000
Naples 1,055,000
Turin 962,000
Currency Lira (L)
Exchange rate: 1996 average 1$ = L 1,542.9
July 28 1997 1$ = L 1,801.1
4. THE PERFORMANCE OF CORPORATE CHAINS
Corporate chains represent a minor share of the hotel industry in Italy.
As we have already said, corporate chains account just for 1.6% of total number of hotels
and 6% of rooms. We have seen that compared to the major European countries the Italian
corporate structure appears weak and non-influential in terms of the general results of the sector
(data relative to 1996, table 1 Chapter 3).
However, this small contingent of heterogeneous chains in the last years regularly
outperformed the market, showing higher growth rates in rooms sold and turnover, and much
higher occupation rates than the average evenly classified hotels.
The reasons for these results are not to be found in the traditional role played by these
operators - all the chains have a relatively recent history in Italy - but rather in different, more
efficient strategies and policies that only big dimension, or the belonging to an international
group, permits.
Access to global reservation systems, large scale promotional and sale strategies,
contractual power with suppliers, possibility of agreements with large tour operators and/or
corporate clients: these are the major competitive advantages that corporate chains can play on
the competition field.
On the top of this what seems to be the real key of the higher performance produced by
corporate chains is probably represented by the attraction power exercised over the clients by
renowned brand names.
Especially in a system like the Italian one, lacking a mechanism that permits recognition
of the supply in terms of quality, a prestigious brand name becomes the most powerful tool to
address clients looking for guaranteed quality at guaranteed price.
This is the goal that voluntary chains aim to achieve through collaboration, but that is
implicit in corporate chains.
4.1 Corporate Chains in Italy
It is difficult to quantify the number of corporate chains active in Italy, because of the
myriad of small, local chains. However, considering only the chains with a national dimension,
in March 1997 they were more than twenty chains both Italian and foreign.
There were thirteen foreign corporate operators on that time: Accor, Best Western,
Choice1 , Forte, Four Season, Hilton, Holiday Inn, Intercontinental, Orient Express, Primevere,
Radisson, Ramada and Sheraton. Some of them had a minimum size: at the beginning of 1997
Four Seasons had only one hotel, Hilton and Intercontinental two, Orient Express and Ramada
three, while Radisson was still in its first year of "life" in Italy.
The main Italian chains were Atahotels, Bettoja Hotels (actually a local chain settled in
Rome, but with a turnover size that projects it constantly into national statistics), Bonaparte
Hotels, Cogeta Palace Hotels, Jolly Hotels and Starhotels.
1 Best Western and Choice in Italy are operating as "soft franchising" chains; legally they are consortia of
independent operators. For this reason they appear in statistics either as voluntary chains or as corporate chains. We
will follow this custom, when the presence of the companies is justified by the content of the data set.
Using the largest fifteen chains we can provide some data that present interesting results
in the analysis of the structure of the corporate presence in the Italian hotel industry.
This selection is based on turnover, and the fifteen companies represent more than 90%
of the total corporate business produced by companies with a national dimension.
4.1.1 Structure
None of the corporate chains operating in Italy represents more than 0.3% of the total
number of hotels existing on the national territory, more than 0.63% of rooms and 0.62% of
beds. The bottom fifteenth has 0.01% of total hotels and 0.07% of rooms and beds. All of this is
very meaningful in pointing out the high fragmentation of the industry and the lack of even one
big operator able to condition or address the market (table 1).
At front of a general small size in "corporate company" terms, chains respond with a
significantly above average size of their hotels. In fact, while the average hotel in Italy in 1995
(according to DBM) had 27.6 rooms and 51.3 beds, a corporate hotel had 154.5 rooms and 288
beds (table 2).
This highlights the difference of structure between corporate and non-corporate hotel
product, and suggests a further, possible difference in the distribution of the service.
This hypothesis is confirmed by the employment data.
While it is logical that the number of employees in a corporate hotel is higher than the
average, given the greater size, it is indicative the value of the parameter given by the ratio of
number of employees per one hundred rooms: 21.8 for corporate hotel, 15.3 for the average
hotel.
Structure of the fifteen main corporate chains operating in Italy, 1995
(our elaboration on DBM data)
Chain
Accor
Atahotels
Best Western *
Bettoja
Bonaparte
Choice *
Cogeta
Forte
Hilton
Holiday Inn
Jolly
Primevere
Semi
Sheraton
Starhotels
Total (chains)
Hotels
18
10
92
6
8
24
9
25
2
11
33
7
7
28
14
294
% Italy Rooms % Italy
0.05 2,927 0.31
0.03 3,126 0.33
0.27 6,022 0.63
0.02 959 0.10
0.02 797 0.08
0.07 1,700 0.18
0.03 876 0.09
0.07 4,108 0.43
0.01 697 0.07
0.03 1,871 0.20
0.10 5,460 0.58
0.02 533 0.06
0.02 612 0.06
0.08 5,095 0.54
0.04 2,173 0.23
0.86 36,956 3.89
* Choice and Best Westem are consortia.
Naturally chains tend to be positioned in the
average data includes of course also lower class hotel
medium-high sector of the market, while
s. Anyway, the consistent difference is an
expression of different quality level, even if the hypothesis projects that it could indicate even
lower managerial efficiency. This is confirmed by some evidence 2 and should be investigated
more carefully.
Finally, a look at the world ranking of principal hotel companies. The main Italian chains
clearly do not have the sufficient dimension to occupy leader positions. Only three of them in
1995 were ranked within the first two hundred firms - Jolly, Atahotels and Starhotels - and
occupied the seventy-eighth, one hundred thirty-fifth and one hundred sixty-fifth place,
respectively (table 3). This clearly means that the industry as a whole is not only highly
2 Jolly Hotels, yet showing occupancy rates well above the already high chains average, has closed in loss the last
six fiscal years. One of the main reasons for that has been individuated by Jolly management in the bad
employees/room ratio.
Beds
5,854
7,223
10,840
1,599
1,483
3,200
956
7,952
1,216
3,576
9,689
1,060
1,045
9,608
3,920
69,221
% Italy
0.33
0.41
0.62
0.09
0.08
0.18
0.05
0.45
0.07
0.20
0.55
0.06
0.06
0.55
0.22
3.92
Table ]
fragmented but also has been unable to produce native operators with a sufficient size to compete
independently on the global stage.
Hotel structure of the fifteen main corporate chains operating in Italy, 1995
(our elaboration on DBM data)
Chain Rooms/hotel Beds/room Beds/hotel Employees/ Employees/
hotel 100 rooms
Accor 162.6 2.0 326 39.6 12.2
Atahotels 312.6 2.3 722 85.2 11.8
Best Western* 65.5 1.8 118 32.6 27.7
Bettoja 159.8 1.7 266 36.7 13.8
Bonaparte 99.6 1.9 185 40.0 21.6
Choice* 70.8 1.9 133 n.a. n.a.
Cogeta 97.3 1.1 106 45.6 42.9
Forte 164.3 1.9 318 65.6 20.6
Hilton 348.5 1.7 608 218.0 35.9
Holiday Inn 170.1 1.9 325 81.8 25.2
Jolly 165.5 1.8 294 57.9 19.7
Primevere 76.1 2.0 151 21.4 14.2
Semi 87.4 1.7 149 22.0 14.7
Sheraton 182.0 1.9 343 112.5 32.8
Starhotels 155.2 1.8 280 34.0 12.1
Average (chains) 154.5 1.8 288 63.8 21.8
Italy 27.6 1.9 51.3 7.9 15.3
* Choice and Best Western are consortia.
Table 2
World rank of the fifteen main corporate chains operating in Italy,
1993, 1994, 1995 (Mercury)
Chain
Holiday Inn Worldwide
Best Western International
Accor
Choice Hotels International
Itt Sheraton Corporation
Hilton International
Forte Plc
Jolly Hotels
Atahotels
Starhotels,
Bettoja
Bonaparte
Cogeta Palace Hotels
Primevere
1993 1994 1995
2 2 2
3 3 3
4
5
7
15
9
71
111
165
4
5
7
15
9
74
127
161
4
5
7
13
14
78
135
165
Semi - - -
Table 3
4.1.2 Occupancy Rates
We have seen that the average hotel occupancy rate in Europe is around 60% (62.4% in
1994', with luxury hotels at 63.4%, First Class hotels 61.4%, Mid Price hotels 62.7% and
Economy hotels 62.1%).
In the same year occupancy rates in Italian hotels were significantly lower: the average
rate was 32.0%, given by 46.3% in 5-star hotels (Luxury), 38.4% in 4-star (First Class), 29.7% in
3-star (Mid Price), 28.8% and 24.9% in 2- and 1-star hotels (Economy).
However, when we consider the performance offered by corporate chains, the big
difference is evident at first sight between their occupancy rates and the industry average.
In 1994 the average occupancy rate for the first fifteen chains was 54.5%, 70.3% higher
than the national average of 32.0%. In 1995 the spread increased, with the chains scoring a rate
of 56.8%, 73.7% higher than the national 32.7%. The rate increased again in 1996, reaching a
value of 57.0% (table 4).
It is important to note their relative performance over the period, because it shows the
existence of a positive trend for corporate chains and not an advantageous but rather stable
situation inherited by historical evolution. That is, the variation from the previous year of the
occupancy rate in corporate hotels in 1994 was 4.5%, more than double of the average national
growth (2.2%). This means that they outperformed the industry as a whole even in growth rate,
thereby "confirming" their competitive advantage over the other operators.
3 Source: Horwarth International Consulting.
Gross occupancy rate of the fifteen main corporate chains operating in Italy, 1994,1995, 1996
(our elaboration on Trademark Italia, DBM data)
(%)
Chain 1994 1995 1996 % variation % variation
1994/1995 1995/1996
Accor 55.3 50.9 54.3 -8.0 6.6
Atahotels 39.0 44.0 47.0 12.9 6.8
Best Western * 40.6 40.2 35.1 -1.0 -12.7
Bettoja 62.7 61.8 66.7 -1.4 6.5
Bonaparte 53.4 55.0 46.3 2.9 -15.8
Choice * 70.6 62.0 64.5 -12.2 3.9
Cogeta 53.2 55.7 45.9 4.7 -17.5
Forte 46.8 50.4 53.2 4.3 9.0
Hilton 75.0 80.6 84.5 7.5 4.9
Holiday Inn 62.8 64.4 68.3 2.5 6.0
Jolly 55.4 59.4 61.6 7.1 3.7
Primevere 52.5 62.7 66.0 19.4 5.3
Semi 32.3 35.4 31.3 9.5 -11.5
Sheraton 54.5 60.8 63.7 11.5 4.8
Starhotels 63.5 68.6 66.7 8.0 -2.7
Average (chains) 54.5 56.8 57.0 4.5 -2.7
Total Italy 32.0 32.7 n.a. 2.2 n.a.
Table 4
To better understand the table, consider that some of the performances have been affected by
structural changes occurred during the period of investigation. In particular this is true for Atahotels (that
sold two of its hotels at the end of 1995), Cogeta (which underwent a general refurbishment period), Semi
(in constant downsizing process) and Bonaparte (that in 1995 signed an agreement with Radisson, giving
to this company five of its hotels in franchising).
At the individual level, we notice that the best performances are offered by those chains
that are characterized by a strong corporate image - Sheraton, Hilton, Holiday Inn - and/or the
best locations - Bettoja -.
Interestingly Best Western offers a performance decidedly worse than the average. This
fact probably depends on the recent entrance in the Italian market, with consequent lower brand
awareness by the clientele, and by the fact that the company operates in different segments, with
a strong presence in the 3-star market that has a lower occupancy rate than the 4- and 5-star
markets. However, the same could be said for Accor, which instead shows constantly better
results than Best Western. A specific survey should be conducted to analyze with accuracy the
reasons for this difference in performance. We can remark that Accor has consistently pursued a
resolute brand policy, tending to strongly identify its hotels. On the other hand, Best Western,
operating as a soft franchising chain, has allowed individual hotels to retain their identity,
decreasing therefore the grade of homogeneity of the offer and, thus, the brand name attraction
power.
4.1.3 Turnover and Market Share
In 1995, the total hotel sector turnover as defined by rooms sold amounted to 17,200
billion Liras, with an increase over 1994 of 10.3%, while the growth over the five-year period
(1991-1995) was 4.2%. In the same year the hotel restaurant sector generated 14,241 billion
Liras, with an increment of 5.0% over 1994 and 2.3% over the five-year period (source: DBM).
As a consequence of the great fragmentation that characterizes the sector in Italy,
corporate chains do not represent an important portion of the total turnover. In 1995, the market
share of the first fifteen chains for rooms sold was 5.4% (table 5).
The turnover produced by this share was equal only to 6.9% of the total (table 6).
This result is more significant when we remind that these companies represent more than
90% of the corporate sector (excluding small local chains).
In detail, in 1995 the first four companies had a market share of 4.2% (of total turnover),
while the first eight of 5.8% (source: DBM).
In comparison, in the same year in Spain, a Mediterranean country considered one of the
big competitors of Italy, the first two hotel chains had 8.5% of the market, and the first ten
represented 19.7% of total turnover (source: Estudio Sectores DBK).
Rooms sold and market shares of the fifteen
(our elaboration on DBM data)
main corporate chains operating in Italy, 1994,1995
Chain
Accor
Atahotels
Best Western *
Bettoja
Bonaparte
Choice*
Cogeta
Forte
Hilton
Holiday Inn
Jolly
Primevere
Semi
Sheraton
Starhotels
Total (chains)
Italy
* Choice and Best
1994
Rooms sold
('000)
668.4
795.0
1,268.0
323.3
70.0
489.0
266.0
1,013.2
267.0
480.0
1,595.0
122.5
188.7
1,253.0
768.5
9,567.6
201,116.0
Western are consortia.
1994
% on
national
0.33
0.40
0.63
0.16
0.03
0.24
0.13
0.50
0.13
0.24
0.79
0.06
0.09
0.62
0.38
1995 1995
Rooms sold % on
('000) national
707.0 0.34
874.0 0.42
2,268.0 1.08
340.6 0.16
200.0 0.10
513.0 0.24
280.0 0.13
1,109.3 0.53
290.0 0.14
520.0 0.25
1,737.0 0.83
146.3 0.07
114.4 0.05
1,379.0 0.66
837.0 0.40
4.73 11,315.6
100 209,773.0
5.4
100
** Between 1994 and 1995 the number of Atahotels decreased of two units (from 12 to 10),
Semi Hotels went from 10 to 7, and Best Western increased of five (from 87 to 92).
Table 5
Turnover from rooms sold and market share of the fifteen main corporate chains operating in Italy, 1994,1995
(our elaboration on DBM data)
(Billion Liras)
Chain
Accor
Atahotels
Best Western *
Bettoja
Bonaparte
Choice *
Cogeta
Forte
Hilton
Holiday Inn
Jolly
Primevere
Semi
Sheraton
Starhotels
1994
Total
58.7
60.0
124.4
27.7
11.0
37.9
37.0
100.9
34.4
53.0
135.3
10.4
9.2
243.0
74.9
1994
% on national
0.38
0.38
0.80
0.18
0.07
0.24
0.24
0.65
0.22
0.34
0.87
0.07
0.06
1.56
0.48
1995
Total
71.0
59.0
158.3
31.5
24.0
39.8
41.0
126.1
38.0
57.0
149.4
13.1
5.7
286.0
86.4
1995
% on national
0.41
0.34
0.92
0.18
0.14
0.23
0.24
0.73
0.22
0.33
0.87
0.08
0.03
1.66
0.50
Total (chains)
Italv
1,017.8
15,600
6.52
* Choice and Best Western are consortia.
** Between 1994 and 1995 the number of Atahotels
1,186.3
17,200
6.90 16.6
10.3
decreased of two units (from 12 to 10),
Semi Hotels went from 10 to 7, and Best Western increased of five (from 87 to 92).
Table 6
% variation
1994/1995
5.8
9.9**
78.9**
5.4
185.7
4.9
5.3
9.5
8.6
8.3
8.9
19.4
-39.4**
10.1
8.9
18.3
4.3
% variation
1994/1995
21.0
-1.7**
27.3**
13.7
118.2
5.0
10.8
25.0
10.5
7.5
10.4
26.0
-38.0**
17.7
15.4
(Billion Liras)
Considered this situation, the chain average turnover in Italy must be small. A precise
value can not be calculated, since some operators (Sheraton-Ciga, Starhotels) published their
accounts from Italian and foreign hotels together. Anyway it should not be much higher than
110 billion Liras.
Turnover of the fifteen main corporate chains operating in Italy, 1995 (our elaboration on DBM data)
(Billion Liras)
Chain Total Rooms sold Restaurant Congresses Other % rooms sold on
total turnover
Accor 102.6 71.0 25.0 4.3 2.3 69.2
Atahotels 100.0 59.0 37.0 2.0 2.0 59.0
Best Western * 211.3 158.3 3.4 6.4 43.2 74.9
Bettoja 34.8 31.5 1.6 0.2 1.5 90.5
Bonaparte 30.0 24.0 3.0 0.8 2.2 80.0
Choice* 63.8 39.8 7.3 14.0 2.7 62.4
Cogeta 59.7 41.0 14.0 0.8 3.9 68.7
Forte 192.9 126.1 52.7 8.5 5.6 65.4
Hilton 67.0 38.0 21.0 3.6 4.4 56.7
Holiday Inn 86.0 57.0 20.0 3.0 6.0 66.3
Jolly 249.6 149.4 78.9 8.9 12.4 59.9
Primevere 17.8 13.1 3.8 0.3 0.6 73.6
Semi 13.2 5.7 4.8 - 2.7 43.2
Sheraton 756.3 286.0 159.0 - 311.8** 37.8
Starhotels 123.5 86.4 10.0 3.0 23.1** 70.0
* Choice and Best Western are consortia.
** Values given by income from hotels located abroad but depending on the Italian.
Table 7
However, even if not very important in terms of market share, the corporate sector has
clearly outperformed the industry as a whole. The growth in rooms sold between 1994 and 1995
was equal to 18.3%, versus a general value of 4.3% for the entire industry, and the turnover had
an increment of 16.6%, considerably higher than the 10.3% scored by sector as a whole.
4.1.4 Clientele Composition
Table 8 contains data regarding the composition of corporate hotel clientele.
Clientele composition of the fifteen main corporate chains operating in Italy, 1995
(our elaboration on DBM data)
Chain Rooms sold Clients (%) Segment (%)
('000) Italians Foreigners Leisure Business
Accor 707.0 55.2 44.8 18.2 81.8
Atahotels 874.0 57.4 42.6 61.8 38.2
Best Western* 2,268.0 33.3 66.7 50.0 50.0
Bettoja 340.6 25.4 74.6 74.6 25.4
Bonaparte 200.0 30.0 70.0 20.0 80.0
Choice * 513.0 84.8 15.2 30.2 69.8
Cogeta 280.0 24.3 75.7 40.0 60.0
Forte 1,109.3 n.a. n.a. n.a. n.a.
Hilton 290.0 60.0 40.0 38.6 61.4
Holiday Inn 520.0 40.0 60.0 30.0 70.0
Jolly 1,737.0 41.3 58.7 51.9 48.1
Primevere 146.3 70.0 30.0 15.0 85.0
Semi 114.4 80.0 20.0 n.a. n.a.
Sheraton 1,379.0 36.7 63.3 70.0 30.0
Starhotels 837.0 28.3 71.7 53.0 47.0
Average (chains) 11,315.6 47.6 52.4 42.6 57.4
Italy 209,773.0 59.3 40.7 60.0 40.0
Table8
Compared to the national average, corporate chains seem to be more attractive for foreign
tourists: 52.4% of the clientele is formed by clients coming from abroad, versus a hotel average
value of 40.7%. The reason for this performance can not be reduced solely to the efficiency of
chains' reservation systems. The common yardstick used to measure the impact of centralized
reservation policies, even in the era of GDS systems (that can connect even single reservations
through global channels), is still the share of "group" tourism on the total of rooms sold. In 1994
and 1995, only 34.3% and 33.8%, respectively, were the shares of "group" clientele in hotel
chains of the nine most important Italian cities4 .
In light of this, there must be another cause explaining the success of chains at the
individual-client level. This cause is probably to be found in the stronger power of attraction that
4 Source: AICA, Bollettino del Turismo, n. 1-2, January-February 1996. Data are referred to Bologna, Florence,
Genoa, Milan, Palermo, Rome, Turin and Venice.
known brand names can exercise, related to the image of quality and type of service that a chain
hotel can "guarantee" to potential clients.
The second major difference with the average hotel clientele composition is represented
by the higher share of business tourism segment.
Business tourism represents 57.4% of corporate chains rooms sold, while the average for
the Italian hotel industry is 40.0%. In this case, the better performance seems due again to the
attraction power of brand names, the standard level of quality common to all the hotels belonging
to a selected chain, and the possibility, for corporate clients, to negotiate general contracts and
agreements. For foreign business travelers, clearly, these reasons must add to the previous ones,
making of hotel chains the preferred accommodation.
4.1.5 Advertising
In the hotel industry promotional initiatives show more vivacity than classic advertising
campaigns.
In general, individual operators prefer to use promotional means, such as corporate
clients mailing lists, tourist packets, special offers in specific periods of the year, and so on,
especially for business tourism.
The same policies are used by corporate chains that, however, reserve them just for
commercial strategies. In fact, only the traditional advertising communication in the typical
mass media (mainly press) is considered as part of their integrated brand-identity strategies.
Basically, through this kind of communication chains build brand awareness.
As well there seems to be interest for the sponsorships of special cultural and sport
events.
Percentage distribution of advertising expenditures on traditional media, 1995 (DBM, Nielsen)
Other
2%
Magazines
38%
Newspapers
60%
In 1995, the total hotel sector investments on advertising amounted to around 40 billion
Liras, almost the same as the previous year. Naturally, given the sector's structure, the greatest
share was spent by independent hotels (87%). Corporate chains with more important
expenditures were Sheraton, leader as individual company with 4% of total expense, Holiday
Inn, Starhotels, Forte and Accor.
Advertising expenditures by company, 1995 (DBM, Nielsen)
4% 3% 2% 2% 2%
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4.2 Endogenous and Exogenous Factors
Can we give a general value to the chains performance just described? That is, are the
results achieved by corporate chains really the product of better management, brand-name power
of attraction, better sale channels or are the chains outperforming the market thanks to
externalities? The comparison between macro data could, in fact, be methodologically incorrect.
As already said corporate chains are concentrated at the top of the market. The majority
of corporate hotels belongs to the 4-star class, with a lower presence in the 5-star, a much lower
one in the 3-star class and virtually none at the inferior levels.
It is, therefore, probably more correct to compare the corporate occupancy rates with
those of the first three hotel categories.
Recalling tables 6 and 7 of Chapter 2, we know that in 1994 5-star hotels had a gross
occupancy rate of 46.3% (net rate 48.3%), while 4-star' had 38.4% (net 44.8%) and 3-star'
29.7% (net 40.9%). It is more useful to take these figures separated, without considering a
weighted average of these values, given the disproportionate amount of the 3-star hotels (30.5%
of the total, whereas, in 1994, 4- and 5-star hotels represented 6.6% of hotels).
The difference with corporate occupancy rate remains significant, even if, especially in
the 5-star category, is reduced. Chains hotels seem still to have a competitive advantage over the
even-classified hotels. This, however, could still depend on external factors, such as location.
Corporate hotels could perform well because they are located in areas already characterized by
high occupancy rates. This could be true, thinking that the cities with the highest percentage of
corporate hotels are Milan and Rome. In table 9 we have gathered this information for all the
provinces that have corporate hotels.
Corporate presence and structural parameters, Italian provinces, 1994 (our elaboration on Mercury and DBM data)
Province Corporate % on total Total 3, 4, 5 Corporate Occupancy Rooms/hotel Character
rooms star rooms rooms (%) rate (gross)
Northwest
Milan
Turin
Genoa
Cremona
La Spezia
Como
Aosta
Bergamo
Brescia
Northeast
Trieste
Bologna
Vicenza
Modena
Venice
Verona
Parma
Ferrara
Padua
Treviso
Ravenna
Center
Florence
Rome
Grosseto
Frosinone
Pisa
Siena
Lucca
Ancona
Livorno
Perugia
South
Cagliari
Messina
Catania
Siracusa
Napoli
Caserta
Agrigento
Bari
Avellino
Palermo
Sassari
Salerno
Cosenza
Total
7,249
1,786
1,078
100
161
178
250
90
120
401
2,153
259
281
1,811
537
294
85
391
31
75
2,118
5,953
266
153
62
196
116
89
50
24
1,902
1,461
552
187
1,601
215
146
342
72
395
409
105
65
33,809
21.44
5.28
3.19
0.30
0.48
0.53
0.74
0.27
0.35
1.19
6.37
0.77
0.83
5.36
1.59
0.87
0.25
1.16
0.09
0.22
6.26
17.61
0.79
0.45
0.18
0.58
0.34
0.26
0.15
0.07
5.63
4.32
1.63
0.55
4.74
0.64
0.43
1.01
0.21
1.17
1,21
0.31
0.19
100
25,668
7,470
5,925
668
2,086
4,129
6,361
3,219
10,982
1,067
7,681
2,851
3,385
23,780
8,506
4,659
1,545
13,532
2,148
12,867
10,708
33,888
4,530
5,768
2,528
8,086
6,669
5,311
7,560
5,865
6,391
7,366
3,207
1,786
19,947
2,881
2,204
5,646
1,191
7,583
10,842
7,729
6,325
322,540
28.24
23.90
18.19
14.97
7.72
4.31
3.93
2.80
1.09
37.58
28.03
9.08
8.30
7.62
6.31
6.31
5.50
2.89
1.44
0.58
19.78
17.57
5.87
2.65
2.45
2.42
1.74
1.68
0.66
0.41
29.76
19.83
17.21
10.47
8.03
7.46
6.62
6.06
6.05
5.21
3.77
1.36
1.03
40.5
28.5
34.0
26.2
36.4
24.1
28.6
23.2
32.5
33.5
39.9
26.3
27.0
38.7
34.6
28.1
31.7
49.4
41.3
28.0
55.8
52.2
26.8
19.8
40.7
35.7
28.2
26.9
38.1
36.6
23.8
29.8
31.1
35.3
41.0
17.1
26.7
26.9
30.8
33.4
23.5
30.5
13.5
49.5
25.8
24.0
21.0
19.7
19.0
22.6
20.1
23.9
22.9
28.2
20.5
23.7
36.3
25.5
23.7
27.5
57.0
21.4
33.0
29.7
42.4
28.0
27.7
26.1
27.7
21.1
30.7
27.0
25.1
53.0
35.7
48.9
48.9
35.8
38.8
44.3
44.1
21.1
55.9
46.6
26.5
37.8
B
B
B
B
BT
T
T
B
B
B
B
BT
B
T
BT
BT
T
BT
B
T
T
BT
T
T
T
T
T
T
BT
T
BT
BT
BT
T
BT
T
T
BT
T
BT
T
T
T
Table 9
We can say at first sight that there is not a real correlation between the two parameters.
Cities with a high occupancy rate show very different percentages of corporate hotels. Milan,
with an occupancy rate of 40.5%, has 28.24% of corporate rooms in the upper segment of the
market. But Padua, Treviso, Pisa, and Naples with similar occupancy rates have a much lower
corporate presence (respectively, 2.89%, 1.44%, 2.45% and 8.03%). Even restricting the
analysis to homogeneous samples, for example big cities (Milan, Rome, Turin, Florence, Genoa,
Venice, Naples, Bari and Palermo), or cities within a specific geographical area (Northeast,
Northwest, Center, South), the relationship remains inconsistent.
To better prove the eventual existence of a direct dependence between corporate presence
and average occupancy rate in a given location, we have run a regression analysis considering
these two parameters and a third one given by the average hotel size (rooms/hotel). Size is the
second character that greatly differentiates corporate hotels. They have an average size of one
hundred fifty-five rooms, whereas the national average is twenty-seven rooms. Again, there
could be a factor that size itself, and not necessarily the belonging to a chain, produce efficiency
and, therefore, better performance. Of course this aspect should be analyzed in a more precise
way, comparing like-classified, same size hotels in a certain location and considering, besides
occupancy rates, hotel profitability. Given the impossibility of obtaining this kind of
information, a "gross" analysis like ours can be useful as a general indicator.
The results produced by the regression have confirmed the empirical observation.
5 A first regression with average size (rooms/hotel) and average occupancy rate as variables gave an R square of 7%,
with t-statistic not significant for size (1.05) nor for occupancy rate (1.25). A second regression, with the inclusion
of "Business city" and "Tourist city" variables gave an R square of 24%, and t-statistics of 0.99 for average
occupancy rate, 0.68 for average size, 2.9 for "Business" character and 1.3 for "Tourist" character (that is business
centers have a higher presence of corporate chains).
Corporate presence seems not necessarily related to either the existence of higher
occupancy rates or to higher average hotel efficiency in terms of size. Corporate chains,
therefore, on average, outperform the industry thanks to endogenous competitive advantage, and
not (just) for the shrewd choice of their locations.
It is indubitable that they are concentrated in cities that can offer better market
conditions. These conditions, as seen, are not necessarily given by higher average occupancy
rates but rather by the existence of an important business center. Business cities are in fact
showing a higher corporate hotels presence, proved also by the regression analysis6, confirming a
relationship that had appeared even after an empirical observation of the data (Chapter 3, table
3).
6 See footnote 5.
5. Future Perspectives of Chains in the Italian Hotel
Industry
Hotel tourism in Italy can be in general considered as a mature industry.
In particular, the leisure tourism segment, in which Italy is the second country in the
world and the leader in Europe, has already reached a status of full development, and its growth
perspectives are relying mainly on its future capability of re-organizing and re-qualifying the
supply.
Business tourism, on the other hand, seems still in a development phase: in 1994 Italy
was the fifth in Europe in terms of the number of hosted international congresses, gaining two
positions with respect to 1993, and in 1995 the growth rate of the sector was close to 13%1.
As a consequence, the hotel sector reflects this double-faced reality.
Leisure tourism hotel operators have started a re-qualification process of their offer,
which will be completed without producing further hotel space.
Business tourism hotel operators, differently, have still some margins of growth, and can
elaborate their strategies in terms of either (reasonable) expansion or re-orientation of their
supply.
In this game, players will have to define, or re-define, their position in response to the
evolution of the global market.
However, some general considerations can be made in light of same elements that have
already emerged.
1 Source: ICCA and Italcongress. The total turnover generated by this sector was around 37,000 billion Liras.
In the next years the new element in the Italian hotel industry will be the emergence of
competition between corporate chains, small in market shares but constantly outperforming their
competitors, and voluntary chains, a phenomenon apparently not fully assimilated by the demand
yet but in great expansion.
These represent two realities that are not completely comparable in terms of
industrial definition. A voluntary chain is an aggregation of independent hotel owners while a
corporate chain is a consolidated company. The corporate chain offers a chain-product,
exploiting important advantages related to the brand-name awareness and standardized quality
supply, while the voluntary chain limits its supply to a not always homogeneous and well
identified hotel-product. The two will compete for the same factors that represent the key to
success in the Italian hotel market: location, quality/price ratio and sale network.
5.1 Voluntary Chains: Strengths and Weaknesses
Although in 1995 no more than 3% of the total number of Italian hotels was affiliated to a
voluntary chain, the phenomenon is considered by almost all the experts and operators to be in
great expansion.
The reasons for this success are numerous.
Italian individual hotel operators are facing a big change in the industry, mainly caused
by the globalization process that has affected the entire tourism sector in the last ten to fifteen
years. Business sectors that once were oligopolies of few countries and tourist destinations are
now coping with competition from a continuously growing number of international players.
This has been made possible by several factors, which we have discussed in Chapters 2
and 3. What is important to highlight is that all of this has coincided with the emerging of
structural problems in the industry that had been "ignored" for decades.
The aging of the hotel industry structure, already characterized by a medium-low level of
supply in terms of quality, the lack of national policies, such as the institution of a credible hotel
classification system and the lack of a specific managerial culture have represented, and still
represent, the principal issues at the "macro" level.
If we add the intrinsic inefficiency of the sector, which in 1995 had an average occupancy
rate (32%) equal to almost half of the European average, we have the complete picture of the
situation.
The experiences already successfully accomplished in other European countries, together
with the great fragmentation of the hotel structure as a whole and the low propensity to invest of
operators, indicate that voluntary associations are the best way to solve some of the problems, to
obtain better results or to at least retain market shares.
This way represents the "winning strategy" for the industry, according to many.
The main goals that operators hope to achieve for their hotels are basically two: the
increase of occupancy rates and the extension of the tourist season into different periods.
These goals can be realized through an affiliation with a voluntary chain because, with
increased visibility achieved through the inclusion in common brochures distributed to
international tour operators and the access to GDS global reservation systems, it provides more
efficient sale channels. Besides, members may consult a developed management structure,
benefit from common advertising and promotional activities and participate in collective
purchasing policies.
Furthermore, they should be able to exploit the attraction power given by a known brand
name.
The affiliation requires an investment that, even if variable from chain to chain, is in
general relatively small, and, above all, can be made without the need of big organizational
changes and without loosing independence, business control and decisional power.
Every hotel can retain its own identity.
However, some issues have not been well considered, yet.
Firstly, often the links between the central chain structure and the affiliates are weak.
Often hotels are not carefully selected, present heterogeneous characteristics and,
considering the chain as a whole, do not form an integrated structure. The hotel operators
themselves often pursue the affiliation not as a part of a long-run strategy, but just for short- run
commercial advantages (common are cases of hotels associated to more than one voluntary
chain). Moreover, the high grade of independence, much appreciated by members, can produce
a very low grade of identification within the chain and, above all, a lack of common quality
standards. The end-effects being confusion of the client, who does not perceive the chain-
product as such.
In these cases the brand power of attraction is destined not to have a big, long-lasting
value. And without a clear brand policy, the main, long run competitive advantage, recognition
and awareness of product quality, disappears.
Second, we should explode a myth.
It is a common idea that voluntary chains in Italy perform very well, almost at the level of
corporate chains. This is not true.
We can present data relative just to two operators, but they are very significant in this
respect.
Best Western, the biggest voluntary aggregation in Italy 2 (where it operates as a soft
franchising chain but is commonly considered as a "developed" voluntary chain) in 1995 had an
average occupancy rate of 40.2% and in 1996 of 35.1%. The average national value was around
32% for the same periods, not much lower, while the average for corporate chains was 57% in
both those years. That is much higher.
Space hotels, which represented 10% of the total voluntary chains' turnover in 1995 ,
performed in that year for less than 17 billion Liras while the average for a corporate chain was
one 110 billion.
Naturally this data is insufficient to draw general conclusions, but is interesting in that it
shows, even if very partially, that association do not necessarily mean quick solutions to all the
problems.
5.2 Corporate Chains: Focus on Quality
In Chapter 3 we have analyzed the historical reasons for the limited development of
corporate chains in Italy.
In 1995 they represented just 1.6% of the total number of hotels and 6% of the rooms.
However, although small in presence, their attraction power and prestige are very
relevant. Evidences of this fact are many. When Sheraton opened its hotel in the early 1990's in
2 Best Western at March 1997 counted 99 hotels.
3 Space Hotels is the Italian brand name of Supranational Hotels. At March 1997 there were 72 Space hotels in Italy.
Bari, the second biggest city in Southern Italy with more than half a million of inhabitants and an
important business center, its presence revolutionized that market. The Sheraton hotel jumped
almost immediately at the top of that market for occupancy rates and turnover.
The same happened in Mestre, the part of Venice on the mainland, a city with a
population greater than a million-quarter, a big business district and a very developed hotel
presence. As well, the entrance of Sheraton with just one hotel changed completely the market
equilibrium.
Corporate hotels, therefore, show the ability to "make the market". They can rely on
advanced managerial structure and culture, and exploit all the advantages deriving from that and
from a relevant dimension. Their brand-name power of attraction, marketing and advertising
policies, contractual power with suppliers and corporate clients, obviously result more effective
than all their competitors. Moreover, the sale and reservation channels they employ are
generally very efficient, especially in case of big, international operators.
The most powerful tool that corporate chains can use on the competition stage is the
ability to standardize the quality of their offer, the fact that clients feel "guaranteed" about the
product they are buying. This is extremely important in Italy, where the official hotel
classification system does not represent a reliable tool for measuring the actual hotels' quality.
All of this allows corporate chains to outperform their competitors. In 1994 and 1995
they showed average occupancy rates almost double than the average ones (57% versus 32%).
However, they are facing problems as well. There is evidence that they not only
constitute a very minor part of the industry, but also are showing insignificant expansion rates.
Firstly, hotel chains as status belong to Confindustria, the national board of industrial
companies. This fact entails a very active role of Trade Unions in the negotiation of national
labor contracts, resulting in a very rigid application of the procedures, such as limited
discretionary power for the company in hiring and firing employees, limited possibility of
outsourcing and subcontracting and limited possibility of resorting to part-time personnel 4.
The outcome is a high rigidity of the cost of labor, that represents around 42% of total
costs for corporate chains, higher than for individual operators. Smaller companies, which have
a different legal status, can in fact pursue different policies.
Secondly, clients are showing the tendency to downgrade their demand in order to save
money. This fact can represent a big problem for corporate chains, which concentrate their offer
in the 4- and 5-star class accommodation.
Thirdly, if standardization of quality offer is welcomed and rewarded by clients,
especially in terms of guaranteed price/quality ratio, the same can not be said for standardization
in toto of hotel services. Italy is an extremely heterogeneous country, with many different
regions strongly characterized by specific cultural, artistic and social traditions. This is reflected
in all the every-day life habits People appreciate finding differences in hotel services offer. In a
recent survey the majority of leisure tourists indicated their preference for hotels with local
"flavor" and characteristics5 . For corporate chains a possible "pulverization" of their supply
while maintaining the same quality standards would result in a system that is not easy to manage,
and could cause the loss of precious economies of scale. Besides, the increasing clients' request
for elasticity and customization of the service could generate the same problems, and result of
easier accomplishment for independent than for corporate operators.
Fourthly, chains face a problem of dimension. To fully exploit economies of scale and
better amortize fixed costs, a corporate hotel in Italy should have between one hundred fifty and
4 A new law on part-time employment was in discussion at Parliament while this thesis was in progress.
5 Isnart, Trademark Italia, 1997: dove vanno in vacanza gli Italiani, Unioncamere, Milano, February 27 1997.
two hundred bedrooms. This size represents a problem, especially considering that clients value
central location as the most important feature for a hotel. Italian cities, all characterized by
historical centers, do not offer big availability of space, either as land or as suitable existing
structures. And policies for new construction are usually so restricted that they seldom permit
the realization of adequately sized buildings.
This brings up the last issue. This concerns the difficulties of corporate chains that intend
to enter the market or expand their activity in Italy, even when they match all the other
parameters.
In a market that can be considered saturated - Italy has the greatest number of hotels,
after USA -, the physical barrier to entry constitutes the principal problem.
Thus, unless they do not want to explore new market segments where location represents
a secondary issue, the more suitable way for property chains to enter is probably proceeding by
acquisition of existing structures, and if necessary upgrading them and increasing their size with
subsequent enlargements in adjacent properties. The difficulties are the long, time consuming
and winding administrative procedures, needed to get permission to operate changes in buildings
located in historical centers 6, and in the expensive architectural re-qualification process required
7by usually aged structures?.
However, what seems to be the main problem is definitely the availability on the market
of hotels for sale. Good location offers higher occupancy rates and better returns. Independent
hotels are often family-run businesses, and represent the only income and occupation source for
the entire family unit. It is not difficult to understand that as far as the activity results fairly
profitable, it will be difficult for them to accept a purchase offer.
6 Italian national and local laws are very severe under this respect.
7 Travel Trade Gazette Italia, ibid.
For all these reasons corporate chains in the last years have showed a marked preference
in operating through franchising and management contracts, thereby avoiding the burden of
acquisition and direct operation of buildings. For the same reasons, however, the finding of
suitable or available partners, willing to give up their independence, does not appear necessarily
easy.
5.3 A Concluding Note
Location, quality/price ratio and extensive sale network are the three success keys in the
Italian hotel industry. It is in these three fields that competition will be played.
Access to always more vast and sophisticated sales and reservations channels will play a
decisive role in convincing independent small operators to re-position their activities within a
structured chain. In this respect, voluntary chains can clearly have a big advantage given the
broad choice between many differentiated offers, the easiness of association and the looseness of
the bonds.
However, their offer in terms of quality/price ratio is not clear.
What can a voluntary chain offer to the client that an independent hotel can not?
This is the central question. If voluntary chains will confirm in future the "minimalist"
trend that have showed in this last years, based on very "light" association requirements and
duties, it is very difficult to foresee the possibility of the development of a chain-product by
these organizations. At the same time, even the hotel-product will be difficult to identify,
without common quality standards characterizing service and offer and without a minimum
common brand identity.
Will the strictly commercial, and often opportunistic, reasons that seem prevail in the
decision to join one of these chains, without the revision of the hotel product, pay off in the long
run?
What will happen when the majority of the hotels have the access to the global
reservation systems (as it has happened in France)?
The impression is that if voluntary chains do not develop a recognizable product and do
not offer a minimally standardized quality/price ratio they will probably always be able to attract
new affiliates, but not necessarily new clients.
On the other hand, corporate chains should reconsider their offer in terms of major
flexibility, trying to diversify and customize the supply while maintaining the quality standards.
This, however, will have to be done with special attention paid to the costs that this quality offer
comports. Without an adequate profitability rate they will find it impossible to expand through
franchising, thereby losing the possibility to have access to the best locations. And we have seen
the difficulties of expansion through direct acquisition or new construction. This last is probably
still possible in same segments, as medium class hotels targeted on business clients, which
appear still in a development phase, and can probably exploit very well the attraction power of a
guaranteed supply in terms of price/quality ratio and a recognizable brand name.
In general, the strong, global competition that the Italian hotel industry will have to cope
with in the future will require clear strategies, focused and recognizable products, high
quality/price ratio of the supply and great organizational flexibility on all levels.
Only in these terms, even within the constraint given by the traditional rigidity of
location, it will be possible to achieve a competitive advantage and outperform the market in
terms of efficiency.
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